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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Sharon M. Suzuki and my business address is 220 West Kamehameha 

4 Avenue, Kahului, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am employed by Maui Electric Company, Limited ("MECO" or "Company") as 

7 the Manager of the Customer Service Department. 

8 Q. Please summarize your educational background and professional experience that 

9 relates to your testimony in this proceeding. 

10 A. My educational background and experience are listed in MECO-700. 

11 Q. Have you provided other testimony in this proceeding? 

12 A. Yes, I submitted testimony identified as MECO T-7 and its supporting exhibits 

13 and workpapers that discussed customer accounts expense, other operating 

14 revenues, customer deposits, interest on customer deposits, revenue collection lag 

15 days, and customer service department workforce. 

16 Q. What are your areas of responsibility in this testimony? 

17 A. My testimony will cover the Company's 2007 test year estimates for the following 

18 subject areas: 

19 I) Customer service expense for the Company's Maui, Lanai, and 

20 Molokai Divisions; 

21 2) Integrated Resource Planning ("IRP") expense; and 

22 3) Demand-Side Management ("DSM") program expense. 

23 CUSTOMER SERVICE EXPENSE 

24 Q. What is the Company's 2007 test year estimate of customer service expense? 

25 A. The 2007 test year estimate of customer service expense is as follows: 



MECO T-8 
DOCKET NO. 2006-0387 
PAGE 2 OF 37 

1 Test Year 2007 

2 Maui Division $1,538,000 

3 Lanai Division $1,000 

4 Molokai Division $2.000 

5 MECO Consolidated $1,541,000 

6 See MECO-801. 

7 Q. What is customer service expense? 

8 A. Customer service expense are those costs for activities incurred by the Company 

9 primarily related to responding to customer requests and inquiries, and providing 

10 educational information on, among other things, energy conservation, renewable 

11 energy, and electrical safety. 

12 Q. What blocks of accounts are utilized to record cuslomer service expense? 

13 A. The following four (4) blocks of accounts are used to record customer service 

14 expenses: 

15 1) Account no. 909 - supervision - customer service expense, 

16 2) Account no. 910 - customer assistance expense, 

17 3) Account no. 911 - informational advertising expense, and 

18 4) Account no. 912 - miscellaneous customer service expense. 

19 It should be noted, however, that Account no. 912 - miscellaneous customer 

20 service expense, has not been used by the Company historically to record 

21 expenses. Thus, the Company has not included any test year estimate for this 

22 accouni for purpose of this rate case proceeding. 

23 Q. What primary activities are included in customer service expense? 

24 A. Primary activities in customer service expense include responding to customer 

25 requests and inquiries, and distributing information to customers on energy rates. 
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1 load management, energy efficiency, efficient electro-technologies, the 

2 Company's utility activities, energy conservation, renewable energy resources, 

3 electrical safety and other related topics. Customer service expense also includes 

4 activities where the Company works with business and community organizations 

5 and educational institutions to jointly promote energy efficiency and conservation 

6 to the public, and IRP. 

7 Q. What types of expenses are included in cuslomer service expense? 

8 A. The types of expenses included in cuslomer service expense are; 

9 I) Labor and non-labor costs for the Company's Administration 

10 Department and the Administration, Commercial Services and IRP 

11 Divisions of the Customer Service Department to provide information 

12 and assistance loward encouraging safe, efficient, and economical use 

13 of the Company's electric services; and 

14 2) Labor and non-labor costs for IRP that were previously incremental 

15 costs recovered through the IRP Cost Recovery Provision ("IRP 

16 Clause") that are now proposed to be recovered through base rales. 

17 Q. How much of the 2007 test year estimate of customer service expense is 

18 attributable by island to account nos. 909 (Supervision), 910 (Customer 

19 Assistance), 911 (Informational Advertising) and 912 (Miscellaneous)? 

20 A. Of the Maui Division's $1,538,000 test year cuslomer service expense amount, 

21 account no. 909 (Supervision) comprises $66,000 of this amount, account no. 910 

22 (Customer Assistance) comprises $ 1,438,000 of this amount, and accouni no. 911 

23 (Informational Advertising) comprises the remaining $34,000 of this amounl. See 

24 MECO-802. 

25 For the Lanai Division, the entire $ 1,000 test year amount is attributable lo 
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1 account no. 910 (Cuslomer Assistance). See MECO-805. 

2 For Molokai, the entire $2,000 lest year amount is also attributable to account no. 

3 910 (Customer Assistance). See MECO-808. 

4 The above amounts by island are separately described below in my testimony. As 

5 noted above, because accouni no. 912 (Miscellaneous) has nol been used by the 

6 Company historically to record expenses, no test year estimate has been included 

7 for this account for purpo.se of this rate ca.se proceeding 

8 Q. How was the 2007 test year cuslomer service expense estimate developed? 

9 A. The $ 1,541,000 lest year estimate of customer service expense was based on the 

10 2007 operating budget, as adjusted for (I) budget adjustments made for known or 

11 expected changes in the test year, and (2) normalization adjuslmenls 

12 ("normalizations"). In particular, to derive the Company's tolal 2007 lest year 

13 estimate, budget adjustments and normalizations were made lo the operating 

14 budget for the Maui Division, as reflected in columns B and C of MECO-802. No 

15 budget adjustments or normalizations were made for the Lanai and Molokai 

16 Divisions, as noted in columns B and C of MECO-805 and MECO-808, 

17 respectively. Mr. Lyle Matsunaga describes the Company's budgeting process in 

18 more detail in MECO T-9. 

19 Q. Plea.se describe the budget adjustment that was made to the Maui Division's 2007 

20 operating budget for customer service expense in determining the 2007 test year 

21 estimate. 

22 A. As noted in line 2, column B of MECO-802 and line 8, column B of MECO-803, 

23 a downward budget adjustment of ($2,400,000) was made to the Maui Division's 

24 customer service expense, account no. 910 (Customer Assistance) non-labor 

25 expense, to accouni for the estimated 2007 amortization of deferred incremental 

http://purpo.se
http://ca.se
http://Plea.se
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1 DSM costs that will be recovered through the DSM Surcharge component ("DSM 

2 Surcharge") of the IRP Clause. 

3 Q. Plea.se describe the lest year normalization that was made lo the Maui Division's 

4 2007 operating budget in determining the 2007 test year estimate. 

5 A. A normalization in the amounl of $796,000 was made to the 2007 operating 

6 budget to account for incremental IRP costs that are proposed to be recovered as 

7 operaiion and maintenance ("O&M") expenses through base electric rates rather 

8 than through the IRP Clau.se, as explained in greater detail below in my testimony 

9 relating to account no. 910 (Customer Assistance) and IRP. See MECO-802 

10 (line 2, column C). $100,000 of the increase was made for labor expenses. 

11 $696,000 of the increase was for non-labor expenses. See MECO-803. 

12 Q. How does the Company's consolidated 2007 test year estimate for customer 

13 service expense compare with the Company's recorded consolidated expense in 

14 2005? 

15 A. The consolidated 2007 test year estimate of $ 1,541.000, excluding DSM 

16 amortization expenses, bul including the aforementioned IRP normalization, is 

17 approximately $ 1,030,000, or 201.6%, more than the 2005 recorded consolidated 

18 cuslomer service expense of approximately $511,000 excluding IRP/DSM 

19 amortization expenses. See MECO-WP-801 (page 3, line 21, columns N and O). 

20 Q. What are the reasons for the increase? 

21 A. The increases are primarily due to the following: 

22 1) The normalization of $796,000 (comprised of $ 100,000 labor and 

23 $696,0(X) non-labor) made lo the operating budget for IRP expenses that 

24 were previously recovered through the IRP Clause, as explained in 

http://Plea.se
http://Clau.se


MECO T-8 
DOCKET NO. 2006-0387 
PAGE 6 OF 37 

1 greater detail below relating to accouni no. 910 (Cuslomer Service) and 

2 IRP; 

3 2) Increased labor costs of approximately $145,000 attributable to the 

4 following: 

5 a. Increased allocation of the Cuslomer Service Manager's time to 

6 oversee the administration and implementation of IRP and 

7 cuslomer relations activities ($21,000), as discussed below 

8 relaled to accouni no. 909 (Supervision); 

9 b. The filling of a Supervisor position for the Commercial Services 

10 Division of the Cuslomer Service Department, and the full 

11 staffing of Commercial Account Managers in 2007 ($100,000), 

12 as discussed below related to account no. 910; and 

13 c. The higher allocation of expenses from the Communications 

14 Specialist, Security Specialist and Community Educator in the 

15 Administration Department ($24,000), as discussed below 

16 related lo account nos. 910 and 911 (Informational Advertising). 

17 3) Increased non-labor expenses of $90,000 for the following: 

18 a. Administration expenses of $26,000 for residential surveys and 

19 administrative support; 

20 b. Training and travel expenses of $24,000 for Manager and staff, 

21 as discussed below related to account nos. 909 and 910; 

22 c. Technical support from Hawaiian Eleciric Company ("HECO") 

23 of $15,000 to assist with providing information concerning 

24 various types of potential electrolechnology projects; 
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1 d. Informational advertising expenses of $14,000 for the Maui 

2 Division, and energy-related publication expenses of $2,000 for 

3 Molokai Division's community service programs; and 

4 e. Expenses of $9,000 for customer events like the Energy Expo. 

5 Q. Are there other items in the customer service expense test year amounts that have 

6 variances from 2005 recorded amounts of greater than $45,000 and 10%? 

7 A. Yes. MECO-WP-801, among other things, lists 2005 recorded expenses by 

8 NARUC code blocks and compares those amounts with ihe Company's 2007 

9 operating budget and test year estimates. Explanations are provided therein for 

10 items having variances between the 2007 operating budget and 2005 recorded 

11 amounts of greater than $45,000 and 10%. See in particular MECO-WP-801 

12 (pages 4 through 9). 

13 Q. How do the 2007 test year customer service expenses compare lo recorded 

14 expenses in previous years from 2001 through 2005? 

15 A. Excluding IRP/DSM amortization expenses, the 2007 lest year cuslomer service 

16 expenses are higher by approximately $927,000, or 151.0%, when compared to 

17 the average 2001-2005 recorded expenses. See MECO-WP-801 (page 3, line 21, 

18 columns L and M). 

19 Q. What are the reasons for the approximately 151.0% increase? 

20 A. The increase is primarily due to the same reasons for the variances between the 

21 2007 operating budget and the 2005 recorded consolidated expenses discussed 

22 above. 
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1 MAUI DIVISION 

2 CUSTOMER SERVICE EXPENSE 

3 Q. What is MECO's 2007 test year estimate for customer service expense for the 

4 Maui Division? 

5 A. The 2007 test year estimate for customer service expense for the Maui Division is 

6 $1,538,000. See MECO-802 (line 4, column D). As mentioned above, 

7 account no. 909 (Supervision) comprises $66,(X)0 of this amount, accouni no. 910 

8 (Customer Assistance) comprises $ 1,438,000 of this amounl. and account no. 911 

9 (Informational Advertising) comprises the remaining $34,000 of this amount. See 

10 MECO-802 (column D, lines I through 3, respectively). 

11 Q. Of this 2007 lest year estimate, how much is attributable to labor vs. non-labor 

12 expenses? 

13 A. Of the 2007 test year estimate for the Maui Division of $ 1,538,000, $537,000 

14 consists of labor expenses and the remaining $1,001,000 consists of non-labor 

15 expenses. See MECO-803 (column D, lines 5 and 10, respectively). 

16 Q. How does the Maui Division's 2007 lest year customer service expense compare 

17 with historical recorded information? 

18 A. The Maui Division's 2007 test year estimate of $1,538,000 for cuslomer service 

19 expense, excluding IRP/DSM amortization expenses, is approximately 

20 $ 1,028,000. or 201.5%, more than the 2005 recorded consolidated cuslomer 

21 service expense of approximately $510,000 excluding IRP/DSM amortization 

22 expenses. See MECO-804 (page 2, line 12, columns E and I) and MECO-WP-804 

23 (page 3, line 12, columns N and O). Further, the Maui Division's 2007 test year 

24 estimate for customer service expense, excluding IRP/DSM amortization 

25 expenses, is higher by approximately $925,000, or 150.7%, when compared lo the 
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1 average 2001-2005 recorded expenses. See MECO-WP-804 (page 3, line 12. 

2 columns Land M). 

3 Maui Division 

4 Account no. 909 - Supervision 

5 Q. What is the Maui Division's 2007 test year estimate for accouni no. 909 -

6 supervision? 

7 A. The Maui Division's 2007 test year estimate for accouni no. 909 - supervision is 

8 $66,000. See MECO-802 (line I, column D). This amount includes $59,000 for 

9 labor, and $7,000 for non-labor, expenses. See MECO-803 (column D, lines 2 

10 and 7, respectively). 

11 Q. Whal expenses are included in the Maui Division's account no. 909 - supervision? 

12 A. This account includes labor and non-labor expenses for the Customer Service 

13 Department Manager to provide general direction and supervision of the customer 

14 service activities, which includes, among other things, the promotion of the safe, 

15 efficient and economical use of the Company's services. The Customer Service 

16 Department Manager charges her labor expen.ses primarily to applicable customer 

17 accounts based on customer service activities actually performed. The $7,000 

18 non-labor estimate for this account as shown on MECO-803 (line 7, column D) is 

19 for business meetings and training, including travel costs incurred by the 

20 Customer Service Department Manager to develop business plans and maintain 

21 cuslomer relationships. 

22 Q. How was the 2007 lest year expense estimate for the Maui Division's account no. 

23 909 - supervision determined? 

24 A. The 2007 lest year expense estimate for the Maui Division's account no. 909 -

25 supervision is based on the 2007 operating budget, which in turn was developed 



MECO T-8 
DOCKET NO. 2006-0387 
PAGE 10 OF 37 

1 through a review of historical dala coupled with the Company's knowledge of 

2 activities lo be performed for ongoing operations and for additional workload. 

3 See MECO-WP-802 (page I) for detail of the activities that the Customer Service 

4 Manager is forecasted lo perform during the 2007 test year. See MECO-WP-803 

5 (page I. line 5, column A) for the non-labor expenses that are expected to be 

6 incurred. No adjustments or normalizations were made to the 2001 operation 

7 budget amounts for this account no. 909 - supervision. 

8 Comparison With 2005 

9 Q. How does the 2007 test year expense for the Maui Division's account no. 909 -

10 supervision compare with the recorded 2005 expense? 

11 A. The 2007 test year estimate for the Maui Division's account no. 909 - supervision 

12 is approximately $27,000, or 69.4%, higher than the recorded 2005 expense. See 

13 MECO-804 (page 2, line 3, columns E and I) and MECO-WP-804 (page 3, line 3, 

14 columns N and O). 

15 Q. What are the primary reasons for the higher 2007 test year estimate as compared 

16 to the 2005 expense? 

17 A. The higher amount is due lo increased labor and non-labor expenses, with labor 

18 accounting for approximately $21,000 of this higher amount and non-labor 

19 accounting for the remaining difference. The higher labor expenses are due to the 

20 increased allocation of the Cuslomer Service Manager's lime expected to be spent 

21 on overseeing the administration and implementation of IRP and customer 

22 relations activities. The higher non-labor expenses are due to increased training 

23 and travel expenses for the Customer Service Manager on topics such as 

24 leadership and customer service management. See MECO-WP-801 (page 4, lines 

25 7 and 21, column C). 
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1 Maui Division 

2 Account 910 - Customer Assistance 

3 Q. What is the Maui Division's 2007 test year estimate for accouni no. 910 -

4 customer assistance? 

5 A. The Maui Division's 2007 test year estimate for accouni no. 910 - customer 

6 assistance is $1,438,000, as shown in MECO-802 (line 2. column D). This 

7 amount includes $474,000 for labor and $964,000 for non-labor expenses. See 

8 MECO-803 (column D, lines 3 and 8, respectively). 

9 Q. What expenses are included in the Maui Division's account no. 9 1 0 - customer 

10 assistance? 

11 A. This account includes the labor and non-labor expenses in providing instructions 

12 or assistance lo residential and commercial customers to promote Ihe safe, 

13 efficient and economical use of electricity. 

14 Labor Expense 

15 Q. What expen.ses are included in the Maui Division's accouni no. 910 - customer 

16 assistance labor expense of $474,000 for the 2007 test year? 

17 A. The 2007 test year labor expense for account no. 910 - customer assistance of 

18 $474,000 includes portions of the labor expenses of the following twelve (12) 

19 positions: approximately 45% of one (I) position for Supervisor of Commercial 

20 Services, approximately 83% of each of three (3) positions for Commercial 

21 Account Managers, approximately 63% of one (I) position for an IRP Supervisor, 

22 and approximately 91% of one (I) position for an IRP Specialist in the Customer 

23 Service Department; approximately 0.4% of one (1) position for a Safety Aide, 

24 approximately 8% of one (1) position for a Security Specialist, approximately 4% 

25 of one (1) position for a Safety Administrator, approximately 5% of one (1) 
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1 position for a Safety Director, approximately 11% of one (I) position for a 

2 Communications Specialist, and approximately 85% of one (1) position for a 

3 Community Educator in the Administration Department. Manning hours are 

4 detailed in MECO-WP-802 (pages 2 to 11). 

5 Q. How was the 2007 test year labor expense estimate for the Maui Division's 

6 account no. 910 - cuslomer assistance determined? 

7 A. The 2007 test year labor expense estimate is ba.sed on the 2007 operating budget, 

8 which in tum was determined based on a review of historical data coupled with 

9 the Company's knowledge of activities to be performed for ongoing operations 

10 and for additional workload. In doing so, non-productive labor on-cost was added 

11 to direct labor costs lo arrive al the $374,000 labor expense in the 2007 operating 

12 budget. See MECO-803 (line 3, column A). Mr. Lyle Matsunaga discusses the 

13 Company's on-cost in more detail in MECO T-9. From this amount, the 

14 Company then added a $100,000 normalization adjustment to account for an IRP 

15 Specialist position thai was previously recovered through the IRP Clause. See 

16 MECO-803 (line 3, column C). 

17 Q. Has the number of staff charged to account no. 910 - customer assistance changed 

18 since 2005? Please explain. 

19 A. Yes. The number of staff charging to accouni no. 910 - customer assistance has 

20 increased by one (I) since 2005. The Supervisor of Commercial Services position 

21 was created and filled in 2(X)6 to oversee the Commercial Services Division of the 

22 Customer Service Department. This position oversees the Commercial Account 

23 Managers and the commercial DSM program activities. 

24 Q. How will the Supervisor of Commercial Services assist in improving service to 

25 customers? 
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1 A. The Supervisor of Commercial Services will enable the Company to have a 

2 supervising staff lo manage the daily operations of the Company's Commercial 

3 Services Division of the Customer Service Department. 

4 Q. Whal type of cuslomer assistance is provided by the Company's Commercial 

5 Services Division? 

6 A. The Commercial Services Division provides assistance and services to 

7 commercial customers, including an "in-person call" program where a 

8 Commercial Account Manager contacts the commercial cuslomer on a monthly 

9 basis to develop and maintain multilevel relationships with large cu.stomer 

10 organizafions. Services by this Division also include providing these commercial 

11 customers with their 24-month energy usage, consultation with these commercial 

12 customers to discuss detailed usage and demand data, high bill investigation, rate 

13 analysis and demand-side managemeni. Commercial customers are also provided 

14 with information on ways lo more efficiently use energy supplied by the 

15 Company, power quality and efficient electro-technologies. These commercial 

16 customers also receive advice on power factor improvement methods, demand-

17 limiting, load shifting, and alternate rate schedules and riders that would enable 

18 these customers to better manage their energy costs. 

19 In conjunction with these responsibilities, the Company's Commercial 

20 Services Division personnel continue to encourage our large power (Schedule P) 

21 customers, such as hotels, hospitals, supermarkets, public and private water 

22 companies, and large retail stores, to defer a portion of their air conditioning, 

23 water pumping and refrigeration loads away from the evening peak lo the extent 

24 possible. The Company's Commercial Services Division personnel also continue 

25 lo inform customers of load managemeni rates, rate riders, including Rider M, 
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1 Rider T. and Schedule U, and other energy efficiency measures. These rate riders 

2 and Schedule U allow for customers lo receive special rales if they have 

3 qualifying loads such as: (1) off-peak and curtailable loads for Rider M, (2) lime-

4 of-day loads for Rider T. and (3) cogeneration for Schedule U. 

5 Q. What other activities do the Commercial Services Division personnel perform in 

6 the area of customer assistance? 

7 A. Other important activities of the Commercial Services Division include providing 

8 critical communications with commercial customers during power outages, 

9 gathering information on significant new construction projects for load 

10 forecasting, encouraging use of commercial heat pumps, ozonation technology 

11 and other efficient electro-technologies and energy efficient equipment, assisting 

12 commercial customers in preparing electric energy budgets, and providing 

13 information on green energy issues and renewable energy technologies. Periodic 

14 seminars, surveys and focus group meetings are also organized and presented to 

15 these customers. 

16 Non-labor Expense 

17 Q. Whal expenses are included in the Maui Division's account no. 910 - cuslomer 

18 assistance non-labor expense of $964,000 for the 2007 test year? 

19 A. The 2007 test year cuslomer assistance non-labor expense estimate of $964,000 

20 for the Maui Division includes the cost of vehicle operation and maintenance, 

21 HECO's services and external consulting services for technical support, clerical 

22 supplies, inter-island travel, and computer services. It also includes costs for 

23 educational services such as classroom and educational materials, films, videos, 

24 brochures, residential surveys, clerical supplies, local travel, educaUonal services 

25 and corporate communications support, and other related miscellaneous goods and 
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1 services. Lastly, il includes administrative-support costs for HECO's services and 

2 external consultant services, clerical supplies, inter-island travel, and HECO's 

3 computer services lo support the Company's IRP activities. See MECO-WP-803 

4 (pyge 2, line 42, column A). 

5 Q. How was the 2007 test year non-labor expense estimate of $964,000 for the Maui 

6 Division's accouni no. 910-cuslomer assistance deiermined? 

7 A. The 2007 test year non-labor expense estimate for the Maui Division's account 

8 no. 910 - customer assistance started with the 2007 operating budget, which is 

9 ba.sed on a review of historical dala coupled with the Company's knowledge of 

10 activities to be performed for ongoing operations and for additional workload. 

11 This resulted in an amounl of $2,668,000 as shown on MECO-804 (page 2, line 5, 

12 column F). From this amount, the Company then: (1) made a downward budget 

13 adjusiment of ($2,400,000) to account for the estimated 2007 amortization of 

14 deferred incremental DSM costs that will be recovered through the DSM 

15 Surcharge as further discussed below, and (2) added a $696,000 normalization 

16 adjustment to refiect the Company's change in its IRP incremental cost recovery 

17 method from recovery through the IRP Clause to recovery through base rates, as 

18 also further discussed in my testimony below. See MECO-804 (page 2, line 5, 

19 columns G and H, respectively). 

20 Comparison with Recorded 2005 and Prior Years 

21 Q. How does the 2007 test year expense for account no. 910 - customer assistance of 

22 $ 1,438,000 compare with recorded 2005 expenses? 

23 A. Overall, excluding IRP/DSM amortizafion expenses, the 2007 test year cuslomer 

24 assistance expense estimate of $ 1,438,000 for account no. 910 - customer 

25 assistance is approximately $983,000, or 215.9%, higher than the 2005 recorded 
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1 expense of approximately $455,000. See MECO-804 (page 2, line 6, columns E 

2 and I) and MECO-WP-804 (page 3, line 6, columns N and O). 

3 Q. What are the primary reasons for the higher 2007 test year estimate as compared 

4 to the 2005 expense? 

5 A. This is primarily attributed lo an approximately $218,000 increase in labor 

6 expense and an approximately $764,(X)0 increase in non-labor expenses. See 

7 MECO-WP-804 (page 3, column N, lines 4 and 5, respectively). 

8 Q. What accounts for the $218,000 increase in labor expense for the 2007 lest year 

9 over the 2005 recorded expense? 

10 A. The $218,000 increase is primarily attributed lo the additions of the Supervisor of 

11 Commercial Services and the IRP Specialist positions, and the full staffing of the 

12 Commercial Account Manager positions discussed above in my tesfimony. 

13 Q. What accounts for the $764,000 increase in non-labor expense for the 2007 test 

14 year over recorded 2005 expenses? 

15 A. A major portion ($696,000, or 91.1 %) of the $764,000 increase is for the 

16 normalizafion adjustment of IRP non-labor expenses mentioned above and more 

17 fully discussed later in my tesfimony under IRP Expense below. The remainder is 

18 attributed to the increased expenses for training and travel by the Commercial 

19 Services staff, technical support from HECO for potential electrolechnology 

20 projects, and participation in the Energy Expo discussed above in my testimony. 

21 Q. How do the 2007 test year labor and non-labor expense esfimaies for account 

22 no. 910-customer assistance compare with recorded expenses in other periods? 

23 A. A comparison of labor and non-labor expenses for account no. 910 - customer 

24 assistance, based on amounts shown on MECO-804 (page 2), which exclude 

25 IRP/DSM amortization expenses, are as follows: 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2001 (recorded): 

2002 (recorded): 

2003 (recorded): 

2004 (recorded): 

2005 (recorded) 

2007 (lest year estimate): 

$545,000 

$596,000 

$542,000 

$498,000 

$455,000 

$1,438,000 

The lest year 2007 estimate is approximately $911,000, or 172.8%, higher than the 

2001-2005 recorded average. See MECO-WP-804 (page 3, line 6, columns L and 

M). The increase is due to the same factors previously mentioned in my testimony 

above. 

Maui Division 

Accouni No. 911 - Informational Advertising 

Q. What is the Maui Division's 2007 test year esfimate for accouni no. 911-

informational advertising expenses? 

A. The Maui Division's 2007 test year estimate is $34,000. See MECO-802 (line 3, 

column D). This includes $4,000 for labor and $30,000 for non-labor costs. See 

MECO-803 (column D, lines 4 and 9, respectively). 

Q. Whal expenses are included in the Maui Division's account no. 911 -

informational advertising? 

A. This account includes the labor and non-labor expense estimates for advertising 

activities, which involves conveying informafion lo the Company's customers on 

what the Company recommends to protect health and safety, to promote 

environmental protection, lo ufilize their electrical equipment safely and 

economically, and/or to conserve eleciric energy. 
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1 Q. How was the 2007 test year labor expense estimate for the Maui Division's 

2 accouni no. 911 - informaUonal advertising deiermined? 

3 A. The 2007 test year labor expense estimate is based on the 2007 operafing budget, 

4 which in turn was determined based on a review of historical data coupled with 

5 the Company's knowledge of acfivilies lo be performed for ongoing operations 

6 and for addifional workload. No adjustments or normalizations to the 2007 

7 operafing budget amounts for this expense component were made. 

8 Labor Expense 

9 Q. What expenses are included in Maui Division's account no. 911 - informafional 

10 advertising labor expense of $4,000 for the 2007 test year? 

11 A. The labor expense estimate of $4,000 for account no. 911 - informational 

12 advertising includes the cost for approximately 6% of the Company's 

13 Communication Specialist's time to administer the Company's public relations 

14 and informafional advertising. See MECO-WP-802 (page 10). 

15 Non-labor Expense 

16 Q. What expenses are included in Maui Division's accouni no. 911 - informational 

17 adverfising non-labor expense of $30,000 for the 2007 test year? 

18 A. The non-labor expense in this account primarily includes costs for print 

19 advertising in newspapers and radio spots to educate the general public on topics 

20 such as energy conservafion. renewable energy, and electrical safety. This 

21 account also includes educafional advertisements placed in olher types of print 

22 media. See MECO-WP-803 (page 2, line 54, column A). 

23 Comparison with Recorded 2005 and Prior Periods 

24 Q. How does the 2007 test year esfimate for Maui Division's account no. 911 -

25 informational adverfising compare lo the 2005 recorded expenses? 
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1 A. The 2007 test year esfimate of $34,000 is approximately $18,000, or 113.3%, 

2 higher than the 2005 recorded expense of approximately $ 16,000. See MECO-

3 804 (pages 1 and 2, line 9, columns E and I) and MECO-WP-804 (page 3, line 9, 

4 columns N and O). 

5 Q. Whal are the reasons for the higher 2001 test year esfimate as compared lo the 

6 2005 expense? 

7 A. This increase is primarily attributed to an approximately $4,000 increase in labor 

8 expense and an approximately $14,000 increase in non-labor expense. See 

9 MECO-WP-804 (page 3, column N, lines 7 and 8, respectively). 

10 Q. Whal accounts for the S4,000 increase in labor expense for the 2007 test year over 

11 the recorded 2005 expense? 

12 A. The $4,(XX) increase in labor expense is primarily due lo more of the Company's 

13 Communications Specialist's time being allocated toward the administration of 

14 the Company's informational advertising. 

15 Q. What accounts for the $14,000 increase in non-labor expense for the Maui 

16 Division's 2007 test year over recorded 2005 expenses? 

17 A. The $14,000 increase in non-labor costs in the 2007 test year over 2005 recorded 

18 expenses is primarily due to a plan for increased print and radio advertising to 

19 educate the public about electrical safety, energy conservation, and recent 

20 developments in renewable energy technologies. The purpo.se of these efforts is 

21 lo aide the Company's consumers to make informed energy choices and to 

22 understand the importance of electrical safety. 

23 Q. How do the 2007 test year labor and non-labor expense eslimates for Maui 

24 Division's account no. 911 - informational advertising compare with recorded 

25 expenses in olher periods? 

http://purpo.se
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1 A. A comparison of labor and non-labor expenses for Maui Division's account 

2 no. 911 - informafional advertising, based on amounts shown on MECO-804 

3 (page 2), are as follows: 

4 2001 (recorded): $45,000 

5 2002 (recorded): $32,000 

6 2003 (recorded): $21,000 

7 2004 (recorded): $14,000 

8 2005 (recorded) $16,000 

9 2007 (test year estimate): $34,000 

10 The test year 2007 esfimate is approximately $8,000, or 32.5%, higher than the 

11 2001-2005 recorded average. See MECO-WP-804 (page 3, line 9, columns L and 

12 M). This increase represents normal levels of operafing expenses. 

13 LANAI DIVISION 

14 CUSTOMER SERVICE EXPENSE 

15 Q. What is the Company's 2007 test year estimate for cuslomer service expense for 

16 the Lanai Division? 

17 A. The 2007 lest year esfimate for customer service expense for the Lanai Division is 

18 $1,000, all in account no. 910 - customer assistance as shown in MECO-805 

19 (lines I and 3, column D). This amount primarily consists of $1,000 in non-labor 

20 expenses. See MECO-806 (line 5, column D). 

21 Q. What expenses are included in the Lanai Division's 2007 test year customer 

22 service expense? 

23 A. The non-labor expense, which comprises the enfire 2007 test year customer 

24 service expense for the Lanai Division, includes Maui Division's allocated costs 
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1 to travel and publish material to conduct programs in the schools and community 

2 on Lanai. See MECO-WP-803 (page 2, line 46, column A). 

3 Comparison with Recorded 2005 and Prior Years 

4 Q. How does the 2007 test year expense for account no. 910 - cuslomer assistance 

5 compare with recorded 2005 expenses for the Lanai Division? 

6 A. Overall, the 2007 test yearcustomer assistance expense estimate of $1,000 is 

7 slightly higher than the 2005 recorded expense, excluding IRP/DSM amorfization 

8 expenses. See MECO-WP-807 (page 3, lines 3 and 6, column N). 

9 Q. What is the reason for the higher 2007 test year esfimate as compared to the 2005 

10 expen.se? 

11 A. This increa.se is primarily due to the higher costs for energy-related publicafions to 

12 be used for educafional programs and services in the community. 

13 Q. How does the 2007 test year labor and non-labor expense estimates for account 

14 no. 910-cuslomer assistance compare with recorded expenses in other periods? 

15 A. A comparison of labor and non-labor expense for accouni no. 910 - customer 

16 assistance, excluding IRP/DSM amorfizafion expenses, based on amounts shown 

17 on MECO-807 (page 2), are as follows: 

18 2001 (recorded): $1,000 

19 2002 (recorded): $1,000 

20 2003 (recorded): $1,000 

21 2004 (recorded): $1,000 

22 2005 (recorded) $1,000 

23 2007 (test year esfimate): $1,000 

24 See MECO-WP-807 (page 3, lines 3 and 6) for more detailed informafion. 

http://expen.se
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1 MOLOKAI DIVISION 

2 CUSTOMER SERVICE EXPENSE 

3 Q. What is the Company's 2007 test year esfimate for customer service expense for 

4 the Molokai Division? 

5 A. The 2007 test year estimate for customer service expense for the Molokai Division 

6 is $2,000, as shown in MECO-808 (line 3, column D). This amount primarily 

7 consists of $2,000 in non-labor expenses. See MECO-809 (line 6. column D). 

8 Q. What expenses are included in the Molokai Division's 2007 test year cuslomer 

9 .service expense? 

10 A. The non-labor expense, which comprises all of the 2007 lest yearcustomer service 

11 expense for the Molokai Division, includes Maui Division's allocated costs to 

12 travel and publish material to conduct programs in the schools and community on 

13 Molokai. See MECO-WP-803 (page 2, line 50, column A). 

14 Comparison with Recorded 2005 and Prior Years 

15 Q. How does the 2007 test year expense for account no. 910 - customer assistance 

16 compare with the recorded 2005 expenses for the Molokai Division? 

17 A. Overall, the 2007 test yearcustomer assistance expense estimate of $2,000 is 

18 higher than the 2005 recorded expenses excluding IRP/DSM amortization 

19 expenses. See MECO-810 (page 2, line 4, column I), and MECO-WP-810 (page 

20 3, lines 3 and 6, column N). 

21 Q. What is the reason for the higher 2007 lest year estimate as compared lo the 2005 

22 expense? 

23 A. This increase is primarily due to the higher costs for energy-related publications to 

24 be used for educational programs and services in the community. 
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1 Q. How do the 2007 lest year labor and non-labor expense eslimates for account 

2 no. 910 - customer assistance compare with recorded expenses in olher periods? 

3 A. A comparison of labor and non-labor expense for accouni no. 910 - cuslomer 

4 assistance, excluding IRP/DSM amorfization expenses, based on amounts shown 

5 below and on MECO-810 (page 2), are as follows: 

6 2001 (recorded): $1,000 

7 2002 (recorded): $1,000 

8 2003 (recorded): $1,000 

9 2004 (recorded): $1,000 

10 2005 (recorded) $0 

11 2007 (lest year esfimate): $2,000 

12 See MECO-WP-810 (page 3) for more detailed information. 

13 INTEGRATED RESOURCE PLANNING ("IRP") EXPENSE 

14 Q. What is the total amount of IRP costs that the Company is proposing to be 

15 included in base rates for the 2007 test year? 

16 A. The Company is proposing a total of $889,000 to be included in base rales. This 

17 amounl is comprised of two (2) components, as indicated in MECO-811. The first 

18 component consists of $93,000 of the Company's base IRP costs (line 1, 

19 column A). The base IRP costs are comprised of labor and on-costs for the 

20 Company's Cuslomer Service Department Manager and IRP Supervisor who 

21 oversee the Company's IRP functions. These posifions are currenfiy in base rates 

22 and the costs are treated as O&M costs to the Company in account no. 909 -

23 supervision and accouni no. 910 - customer assistance. The second component 

24 consists of a $796,000 adjustment (line 2, column A), which represents the 2007 

25 IRP normalized test year estimate of the Company's incremental IRP labor 
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1 ($100,000) and non-labor costs ($696,000). This adjustment reflects the 

2 Company's change in its IRP incremental cost recovery method from recovery 

3 through the IRP Clause to recovery through base rales. A further discussion of the 

4 IRP normalizafion methodology and adjusiment by the Company is presented 

5 below. 

6 Q. What is IRP expense? 

7 A. IRP expense includes those costs incurred for the long-range resource planning for 

8 the Company. It is a planning process in which the goal is to identify resources or 

9 a mix of supply-side and demand-side resources for meeting near and long-lerm 

10 consumer energy needs in an efficient and reliable manner at the lowest 

11 reasonable cost. 

12 Q. What costs are associated with IRP planning? 

13 A. IRP costs can be grouped inlo two (2) major categories: (i) the costs of planning, 

14 and (2) the costs of implementing particular opfions sel forth in the Company's 

15 approved IRP. See Decision and Order No. 11317. filed on October 17, 1991. in 

16 Docket No. 6531, al 210. The IRP planning costs include those costs associated 

17 with the overall development of the IRP Plan, pursuant to the IRP Framework 

18 established by Decision and Order No. 11523, filed on March 12, 1992, as 

19 amended by Decision and Order No. 11630, filed on May 22. 1992, in Docket 

20 No. 6617. Also included in these IRP planning costs are the costs of dala 

21 gathering, development of models, and research and development of opiions in 

22 meeting the demand for energy. The costs for implementing particular opfions as 

23 part of the Company's approved IRP include the costs of particular programs or 

24 projects selected lo satisfy the demand for energy. See also Decision and Order 

25 No. 11630 and the IRP Framework. 
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1 Q. How does the Company currenUy recover planning-relaled costs of IRP? 

2 A. The Company currently recovers planning-relaled costs through a combination of 

3 base rates and the IRP Clause. The Company recovers some of its labor expenses 

4 through base rates. Its incremental IRP costs are recovered through the IRP 

5 Clause. The Company's incremental costs include: (I) consultant services; 

6 (2) legal services; (3) information services; (4) labor and associated on-costs that 

7 are not included in base rates; and (5) materials and supplies, travel, training, and 

8 other miscellaneous costs. 

9 Q. Is the Company now proposing a change lo its existing method of recovering IRP 

10 costs? 

11 A. Yes. The Company is proposing to include a normalized test year esfimate of ils 

12 incremental IRP-relaled costs in base rates consistent with the ratemaking 

13 treatment of IRP planning-relaled costs that HECO proposed in its lest year 2005 

14 rale case in Docket No. 04-0113, and the Commission granted in ils Interim 

15 Decision and Order No. 22050, filed on September 27. 2005 ("Interim Decision 

16 and Order No. 22050"). 

17 Q. Why is the Company proposing lo change the method for recovering incremental 

18 IRP costs? 

19 A. In Decision and Order No. 18365, filed on February 8, 2001, in Docket No. 99-

20 0207, which relates to Hawaii Electric Light Company, Inc.'s ("HELCO") test 

21 year 2000 rale case, the Commission found that it was appropriate for HELCO to 

22 recover its incremental IRP costs through base rates, rather than through the IRP 

23 Clause. The proposed change to the existing method for recovering the 

24 Company's incremental IRP cost will make the Company's ratemaking treatment 

25 of IRP planning-related costs consistent with Decision and Order No. 18365. As 
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1 previously stated, it is also consistent with the ratemaking treatment of IRP 

2 planning-relaled costs that HECO proposed in its test year 2005 rate case in 

3 Docket No. 04-0113, and the Commission granted in its Interim Decision and 

4 Order No. 22050. 

5 Incremental IRP Costs 

6 Labor 

7 Q. Whal is the Company proposing for this rale case in connecfion with incremental 

8 IRP labor costs? 

9 A. The Company is proposing lo include $100,000 of incremental IRP labor expenses 

10 in base rates as a normalization adjustment in the 2007 test year esfimate. See 

11 MECO-803 (line 3, column C). This normalization adjustment will result in an 

12 increase of $ 100,000 to the O&M expense budget accouni no. 910 - cuslomer 

13 assistance. See MECO-812 (line 5, column B) for derivation of the labor 

14 adjustment. This increase represents the allocated IRP portions of the 2007 labor 

15 costs for an IRP Specialist position that was previously charged lo deferred 

16 incremental account no. 186 - miscellaneous deferred debits, and provides support 

17 to the Company's IRP function. 

18 Non-Labor 

19 Q. What is the Company proposing for this rate case in connecfion with incremental 

20 IRP non-labor costs? 

21 A. The Company is proposing to include $696,000 of incremental IRP non-labor 

22 costs in base rales as a normalization adjustment in the 2007 test year esfimate. 

23 See MECO-803, line 8, column C. This normalization adjusiment results in a 

24 $696,000 increa.se to the O&M expense budget account no. 910 - customer 

25 assistance. See MECO-812 (line 12, column B) for derivafion of the labor 

http://increa.se
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1 adjusiment. The adjustment reflects the Company's proposal lo recover 

2 incremental IRP costs as O&M expenses through base rates, rather than through 

3 the IRP Clause. 

4 Q. What is the IRP adjusiment? 

5 A. The adjustment is to add $696,000 to test year 2007 accouni no. 910 - cuslomer 

6 assistance, represenfing the account no. 910 - customer assistance portion of the 

7 total normalized 2007 incremental IRP costs (olher than specific demand-side 

8 management program costs) that the Company is proposing to recover as O&M 

9 expenses through base rates, rather than through the IRP Clause. See MECO-812 

10 {Vme 12, column B) for the IRP non-labor normalization adjustment and the 

11 derivation of the $696,000 adjustment lo the O&M non-tabor expense budget. 

12 Normalization Methodology 

13 Q. How was the normalization amount for IRP costs determined? 

14 A. The normalization amounts for IRP labor and non-labor costs were deiermined by 

15 taking the average of the following: 

16 I) actual incremental IRP-related cost incurred in 2005; 

17 2) the actual incremental IRP-related cost incurred from January to July 

18 2006 plus the estimated incremental IRP-related cost from August lo 

19 December 2006; and 

20 3) the adjusted forecasted amounl of incremental IRP-related cost for 2007. 

21 The derived average then served as a basis for the normalizafion 

22 adjusiment. 

23 Q. Why is this methodology for derivation of the normalization amounl considered 

24 reasonable? 
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1 A. The Company's methodology for derivation of the normalizafion amount is 

2 reasonable because it is consistent with Decision and Order No. 18365. In 

3 Decision and Order No. 18365, the IRP costs to be included in base rales were 

4 derived in that case using an average of three (3) years (1997 - 1999). This 

5 methodology is also consistent with that used in HECO's test year 2005 rate case 

6 proposal in Docket No. 04-0113, (See HECO T-10, page 66.) and the Commission 

7 granled in ils Interim Decision and Order No. 22050. 

8 Q. Will the IRP Cost Recovery adjustment component of the IRP Clause be 

9 continued? 

10 A. Yes, for 12 months after the later to occur of: (I) the effeciive dale of the fmal 

11 rate case decision and order in this proceeding, or (2) the effective date of final 

12 decision(s) and order(s) approving the recovery of IRP Planning Costs for 1996 -

13 2006 in pending Docket Nos. 95-0362, 96-0431, 97-0350, 98-0339, 99-0338. 00-

14 0360, 01-0409, 02-0359, 03-0276, 04-0295, and 05-0273. Incremental IRP costs 

15 are now recovered on an ex-posl basis (e.g., IRP planning costs incurred in 2006 

16 are recovered in 2007). The Company proposes that the existing IRP Adjustment 

17 component of the IRP Clause continue for another 12 calendar months after the 

18 effective dale of the final rale case decision and order in this proceeding in order 

19 to recover the incremental IRP planning costs, and any necessary reconciliafion of 

20 these costs, incurred prior to the effective dale of the interim or final rate case 

21 decision and order that includes the previously accounted for incremental IRP 

22 planning costs in base rates. 

23 In addition, the Commission has not issued final decision and orders 

24 approving the recovery of 2000-2006 IRP Planning Costs in Docket Nos. 99-

25 0338, 00-0360, 01-0409, 02-0359, 03-0276, 04-0295, and 05-0273. In Decision 
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1 and Order No. 23160, filed December 27. 2006, in Docket Nos. 94-0316, 95-

2 0362, 96-0431, 97-0350, 98-0339 (Consolidated), the Commission issued its final 

3 decision on MECO's 1995 IRP Planning Costs. The Commission ordered a 

4 disallowance of $10, 377 of MECO's previously recovered 1995 IRP Planning 

5 Costs. Pursuant to Decision and Order No. 23160, this amounl is to be refunded 

6 lo customers, with interest, pending the Commission's complefion of the 

7 remaining 1996 - 1999 IRP Planning Cost dockets (Docket Nos. 95-0362, 96-

8 0431, 97-0350, and 98-0339). The difference between IRP Planning Costs 

9 previously recovered and the amount approved in the Commission's final decision 

10 and order in the aforemenuoned dockets will be reconciled over a period of 12 

11 calendar monlhs through the IRP Adjustment component of the IRP Clause. 

12 DSM PROGRAMS EXPENSE 

13 Q. What is the Company's DSM Programs expense? 

14 A. DSM Programs expense are base and incremental program expenses directly 

15 related to the administration and implementation of specific DSM programs 

16 designed to influence the cu.stomers' use of energy to produce desired changes in 

17 electrical demand. These programs include conservation, load managemeni, and 

18 energy efficiency resource programs. Program costs include direct cuslomer 

19 incenfives, direct labor and administration, outside services, advertising and 

20 marketing, miscellaneous and evaluation expenses, and non-labor Information 

21 Technology Services (ITS) expenses lo support all DSM programs. See also 

22 Decision and Order No. 11630 and the IRP Framework. 

23 Q. Whal is the downward ($2,400,000) DSM adjustment to customer service expense 

24 as reflected in MECO-803 (line 8, column B)? 
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1 A. As noted in footnote (1) of MECO-803, the ($2,400,000) is a downward 

2 adjustment lo remove the esfimated 2007 amortization of deferred incremental 

3 DSM program costs that will be recovered through the DSM Surcharge of the IRP 

4 Clause. These costs are shown in MECO-803 (line 8, column B). These costs are, 

5 therefore, not included in the 2007 test year estimate of customer service expense. 

6 DSM program costs are addressed in the Company's various DSM and IRP 

7 filings with the Commission, and are generally described below. For the 2007 lest 

8 year, the adjustments remove the 2007 DSM amortizafion expense esfimate of 

9 $2,400,000. 

10 Q. Please provide and describe the historical background of the Company's DSM 

11 Programs 

12 A. The Company's residential DSM Program was approved by Ihe Commission by 

13 Decision and Order No. 14806, filed on July 26, 1996, in Docket No. 95-0139. In 

14 particular, the Company's Residential Efficient Water Healing ("REWH") DSM 

15 Program addresses energy efficiency measures in both the existing and new 

16 conslrucfion markets. The Company's three (3) commercial and industrial DSM 

17 Programs were approved by the Commission by Decision and Order Nos. 15009, 

18 15008 and 15007, filed on September 23, 1996, in Docket Nos. 95-0140, 95-0141, 

19 and 95-0142, respectively. In particular, the Company's Commercial and 

20 Industrial Energy Efficiency ("CIEE") Program addresses prescriptive measures in 

21 the existing construction market. The Company's Commercial and Industrial New 

22 Construction ("CINC") Program addresses prescriptive measures and customized 

23 measures in the new construction market. The Company's Commercial and 

24 Industrial Customized Rebate ("CICR") Program addresses customized measures 

25 in the existing construction market. 
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1 On November 30, 2001, the Commission approved the temporary 

2 continuation of the Company's DSM Programs until one year after the 

3 Commission makes a determinafion on HECO's revenue requirements in its next 

4 rate case in an interim or final decision and order (i.e.. Docket No. 04-0113). See 

5 Order No. 19093, filed on November 30, 2001, in Docket Nos. 95-0139, 95-0140, 

6 95-0141, and 95-0142 (Consolidated). 

7 On November 12. 2004. HECO filed its 2005 test year rate case in Docket 

8 No. 04-0113, which included the extension and enhancements of HECO's existing 

9 seven (7) DSM programs and the addition of three (3) new DSM programs. On 

10 March 16, 2005, the Commission in Order No. 21698 bifurcated HECO's 2005 

11 test year rate case application and established the Energy Efficiency Docket (i.e., 

12 Docket No. 05-0069) to not only review HECO's existing and new DSM 

13 programs, but also an investigation on statewide energy policy issues. 

14 In Decision and Order Nos. 14806, 15007, 15008 and 15009, the 

15 Commission approved MECO's reporting mechanism lo file two (2) annual 

16 reports, an Annual Program Modificafions and Evaluation Report ("M&E Report") 

17 lo be filed in the November timeframe of each program year, and an Annual 

18 Program Accomplishments and Surcharge Report ("A&S Report") to be filed in 

19 the March fimeframe following the end of each program year. The 2005 M&E 

20 Report, which provided a forecast of the program budgets and impacts for 2006, 

21 was filed with the Commission on November 30, 2005, in Docket No. 95-0139, 

22 95-0140. 95-0141, and 95-0142 (Consolidated). The 2006 A&S Report was filed 

23 with the Commission on March 31, 2006, in Docket No. 95-0139. 95-0140, 95-

24 0141, and 95-0142 (Consolidated). 
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1 The M&E Report serves three (3) purposes. First, it provides forecasts of 

2 the budgets and impact (i.e., energy and demand savings) goals for Ihe upcoming 

3 calendar year. Second, il describes the modifications in DSM program processes 

4 that the Company proposes to introduce in the upcoming calendar year. Third, it 

5 provides results of both the DSM program Impact Evaluation Reports and the 

6 DSM program process evaluafions, as they become available. 

7 The A&S Report presents the costs incurred in a program year and 

8 documents the revenues collected. Variances between costs incurred and revenues 

9 collected, along with the forecasts in the previous year's M&E Report, are used to 

10 establish the current year's surcharge. The A&S Report also describes the 

I I accomplishments of the programs, reassesses the cost-effectiveness of the 

12 programs, and provides the surcharge to recover estimated program costs and lost 

13 margins, and shareholder incenfives earned in the previous year. 

14 Q. What was the outcome of the HECO rate case in Docket No. 04-0113 relative lo 

15 confinuafion of the Company's DSM programs? 

16 A. As previously indicated, by Order No. 21698, filed March 16, 2005, in Docket No. 

17 05-0069, the Commission opened the Energy Efficiency Docket separating 

18 HECO's requests for approval and/or modificafion of its existing and new DSM 

19 programs and recovery of such program costs and DSM utility incentives from 

20 HECO's 2005 test year rate case. On April 26, 2006, the Commission issued 

21 Interim Decision and Order No. 22420, which, among olher things, required the 

22 disconfinuance of HECO's recovery of lost margins and shareholder incentives for 

23 its DSM programs wiihin Ihirty days. On May 25, 2006, the Company filed a 

24 request to the Commission in Docket Nos. 95-0139, 95-0140, 95-0141, and 95-

25 0142 (Consolidated) for approval to temporarily continue to accrue, through 
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1 May 25, 2007, lost margins and shareholder incentives in the manner curtenlly 

2 employed for its DSM programs. On October 5, 2006, the Commission issued 

3 Order No. 22927 in Docket Nos. 95-0139, 95-0140, 95-0141. and 95-0142 

4 (Consolidated) approving the Company's recovery of lost margins and shareholder 

5 incenfives through September 27, 2006, and that subsequent to that date the 

6 recovery of lost margins and shareholder incentives is terminated. 

7 Q. How does the Energy Efficiency Docket impact the Company's continuation and 

8 cost recovery of its DSM programs? 

9 A. On February 13, 2007. the Commission issued Decision and Order No. 23258 

10 ("D&O 23258") in the Energy Efficiency Docket, Docket No. 05-0069. As 

11 discussed in MECO T-1, due to the proximity of the liming of the issuance of 

12 D&O 23258 and the preparation of the testimonies, exhibits and workpapers in 

13 this docket, MECO has not had an opportunity lo fully evaluate D&O 23258. 

14 Following MECO's complefion of its review of D&O 23258, MECO will take into 

15 account the impacts of D&O 23258, as appropriate, at MECO's nexl opportunity. 

16 DSM Program Cost Recovery 

17 Q. How are DSM program expenses differenfiated from olher costs? 

18 A. DSM program expenses are defined by the Company as those costs incurred 

19 specifically by acfivilies that directly result in, and are explicitly for the purpose 

20 of, administration and implementafion of its four (4) full-scale DSM programs 

21 (REWH, CIEE, CINC and CICR) mentioned above. Base DSM program expenses 

22 are charged lo accouni no. 910-customer assistance expense (activity 713) while 

23 incremental DSM program expenses are charged lo account no. 186 -

24 miscellaneous deferred debits (acfivity 714). 

25 Q. How are the Company's DSM program expenses currenfiy being recovered? 
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1 A. The majority of the Company's DSM program expenses are currenUy being 

2 recovered through the DSM Surcharge, in conformance with Decision and Order 

3 Nos. 14806, 15007, 15008 and 15009. 

4 Q. Are there any DSM program expenses recovered through the Company's base 

5 rates? 

6 A. Yes. There are some DSM program expenses that are recovered through base 

7 rates for time spent by the Company's employees who are not dedicated to the 

8 Company's DSM Programs. To implement its DSM programs, a porfion of the 

9 labor expenses of the following employees are allocated to the three (3) 

10 commercial DSM programs (CIEE, CINC and CICR) and the one residential DSM 

11 program (REWH) and are recovered in base rales. These employees include the 

12 Commercial Accouni Managers and IRP Supervisor who work on DSM related 

13 activifies, as required. Their time is charged to accouni no. 910 - cuslomer 

14 assistance, acfivity 713. See MECO-WP-802, pages 3 and 4. 

15 Q. What DSM Program expenses are recovered through the DSM Surcharge? 

16 A. Costs of three (3) MECO employees dedicated to the administration and 

17 implementafion of the DSM Programs, inter-company assistance from various 

18 HECO departments, outside consultants and legal assistance, agency contracted 

19 labor services and all non-labor costs are recovered through the DSM Surcharge. 

20 The three employees are the Commercial and Industrial Energy Efficiency 

21 Program Manager, the Residenfial Energy Efficiency Program Manager and the 

22 Clerk Typist III positions. (See MECO T-7 for testimony on the Cuslomer Service 

23 Department workforce.) These "incremental" DSM program costs, in addition to 

24 the base rale labor costs cited above, are reported in the Company's A&S Report. 
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1 The latest A&S Report was filed March 31, 2006, in Docket Nos. 95-0139, 95-

2 0140, 95-0141, and 95-0142. 

3 Q. What is the amount in test year 2007 to be recovered through the DSM Surcharge? 

4 A. The 2007 operating budget, as shown in MECO-803 (line 8, column B), includes 

5 $2,400,000 in full scale DSM expenses to be recovered through the DSM 

6 Surcharge. These expenses are forecasted and charged to account no. 186 -

7 miscellaneous deferred debits. 

8 Q. Are any labor costs related to DSM recovered twice, through base rates as well as 

9 through the DSM Surcharge? 

10 A. No. The allocated costs of the Company's employees, who were described above 

11 (i.e., the Commercial Accouni Managers and IRP Supervisor), are recovered only 

12 once in base rates, and the Company does not seek cost recovery ofba.se rate labor 

13 costs through the DSM Surcharge. In its A&S Reporl, the Company provides 

14 DSM program costs, both base rale costs and incremental costs, to portray the lotal 

15 costs to implement the DSM programs and calculate the programs' cost 

16 effectiveness, but base rate costs are excluded from recovery through the DSM 

17 Surcharge. 

18 DSM AcUvities 

19 Q. What has the Company accomplished in the area of DSM? 

20 A. The Company's ongoing activities continue to provide .services designed to help 

21 customers manage their energy demand and usage. For example, the Company's 

22 Customer Service Department staff works with its customers to promote use of 

23 efficient electrical equipment, load managemeni and curtailment, load shifting, 

24 peak clipping, and conservation. Through its DSM programs, the Company 

25 provides the opportunity to receive financial incentives to both commercial and 

http://ofba.se
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1 residenfial customers, in both exisfing and new facilities, and to assist customers to 

2 utilize energy-efficient equipment. The Company has also sponsored energy 

3 efficiency workshops and seminars in the past, and provides customized 

4 consultation to customers that facilitate the development and implementafion of 

5 energy conservation measures (ECM's) at customer sites. In addition, the 

6 Company has many educational programs for its residenfial customers on energy 

7 conservation, energy efficiency, and electrical safety. Many of these programs are 

8 jointly sponsored with government agencies, business and community groups. 

9 The Company is in its tenth full operafing year in successfully implementing its 

10 four (4) full-scale DSM programs: REWH, CIEE, CINC and CICR. 

11 New DSM Programs 

12 Q. What is the status of the Commission's approval of the Company's new DSM 

13 programs? 

14 A. The Company is curtenlly in the final stages of development of its third IRP (IRP-

15 3) plan in Docket No. 04-0077. In ils IRP-3, the Company is proposing, with the 

16 assistance of ils public advisory group, new DSM programs that will offer 

17 customers more opfions than currenUy available lo manage their energy use. The 

18 Company plans to review D&O 23258, as discussed earlier in my testimony, and 

19 determine its impact on MECO's new DSM programs. 

20 Q. Are the energy and capacity savings from the DSM programs reflected in the 2007 

21 lest year sales esfimate? 

22 A. Yes. Ms. Joanne Ide in MECO T-2 discusses the energy and capacity savings as a 

23 result of the Company's existing DSM programs and the impact on the 2007 test 

24 year sales estimate. 
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2 

3 

4 

5 

6 

7 

8 

9 

0 

Q 

A 

Q 

A 

SUMMARY 

Please summarize your testimony. 

The 2007 test year estimate for customer service expense is $ 1,541,000. The 

increase in expenses is necessitated by an increase in staff to address the increased 

need to provide information and assistance to customers relating to the safe, 

efficient and economical use of electricity, and a change in the recovery of IRP 

Planning Costs, that were previously incremental costs recovered through the IRP 

Clause, to be recovered through base rales. 

Does this conclude your testimony? 

Yes, it does. 
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MAUI ELECTRIC COMPANY. LIMITED 

2007 TEST YEAR 
CUSTOMER SERVICE EXPENSE 

(STHOUSANDS) 

Line 2007 Test Year 

1 Maui Division 1,538 
2 Lanai Division 1 
3 Molokai Division 2 

4 MECO Consolidated 1,541 

SOURCE: 
Line 1 
Line 2 
Line 3 

MECO-802, Column D, Line 4 
MECO-805, Column D, Line 3 
MECO-808. Column D, Line 3 
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MAUI ELECTRIC COMPANY, LIMITED 
Maui Division 

Line 

1 

2 

3 

909 

910 

911 

2007 Test Year 
CUSTOMER SERVICE EXPENSE BY ACCOUNTS 

(STHOUSANDS) 

A 

2007 
Operating 

Budget 

Supervision 66 

Customer Assistance 3,042 

Informational 34 
Advertising 

B 

Budget 
Adiustments 

-

(2,400) 

C 

Normalization 

796 

D 

Test Year 
Estimate 

66 

1,438 

34 

Total 3,142 (2,400) 796 1,538 

SOURCE: 
MECO-803 
MECO-WP-801 
MECO-WP-802 

Note: Differences between exhibits and workpapers are due to rounding. 
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MAUI ELECTRIC COMPANY, LIMITED 
Maui Division 

Line 

2007 Test Year 
CUSTOMER SERVICE EXPENSES 

BY LABOR AND NON-LABOR EXPENSES 
(STHOUSANDS) 

A B C D 
2007 

Operating Budget Test Year 

Budget Adiustments'^' Normalization'^' Estimate 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

SOURCE: 

Labor 

909 Supervision 

910 Customer Service 

911 Informational Advertising 

TOTAL LABOR 

Non-Labor 

909 Supervision 

910 Customer Service 

911 Infonnational Advertising 

TOTAL NON-LABOR 

TOTAL 

MECO-WP-804. page 3 of 3 
Non-labor: MECO-WP-803 

59 

374 

4 

437 

7 

2,668 

30 

2,705 

3,142 

-

(2,400) 

(2,400) 

(2,400) 

100 

100 

696 

696 

796 

59 

474 

4 

537 

7 

964 

30 

1,001 

1.538 

'^' The adjustment of -$2,400 represents the estimated 2007 amortization of defered 
incremental DSM costs. This amount will be recovered through the DSM surcharge component 
("DSM Surcharge") of the IRP Cost Recovery Provision ("IRP Clause"), and are therefore 
excluded from the test year estimate. 

'^' The normalization shown in column C represents the normalized 2007 incremental IRP 
costs that are proposed to be recovered as O&M expenses through base electric rates, 
rather than through the IRP Clause. 

Note: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company, Limited 
Maui Divisbn 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses 
($ THOUSANDS) 

ine 

1 
2 

3 

4 

909 Supervision 
Labor 

Non-labor 

Total 909 

910 Cust. Assistance 
Labor 

A 

< — 
2001 

73 
7 

80 

383 

B C 

Recorded-
2002 2003 

76 39 
13 9 

89 48 

346 360 

D 

2004 

41 
6 

47 

274 

E F G 

Operating 
> Budget Budget 

2005 2007 Adiustment 

37 
2 

39 

256 

59 
7 

66 

374 

0 
0 

0 

0 

H 

Normalization 

0 
0 

0 

100 

i 

Test Year 
Estimate 

2007 

59 
7 

66 

474 
5 Non-labor 4,960 5.144 2.879 3.162 2,672 2,668 

6 Total 910 5,343 5,490 3.239 3,436 2,928 3.042 

911 Informatbnal Advertising 
7 Labor 0 0 
8 Non-labor 45 32 

-2,400 

-2,400 

696 

796 

964 

1,438 

0 
21 

0 
14 

0 
16 

4 
30 

0 
0 

0 
0 

4 
30 

9 Total 911 45 32 21 14 16 34 34 

10 Total Customer 
Service Expense 5,468 5,611 3.308 3,497 2.983 3,142 

SOURCE: 
MECO-WP-804 

-2.400 796 1,538 

Note: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company, Limited 
Maui Division 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses W/O IRP & DSM Amortization Expenses 
($ THOUSANDS) 

Line 

909 Supervision 
1 Labor 
2 Non-labor 

3 Total 909 

A 

<— 
2001 

73 
7 

80 

910 Cust. Assistance 
4 Labor 
5 Non-labor 

383 
162 

B 

2002 

76 
13 

89 

346 
250 

C 

Recorded 
2003 

39 
9 

48 

360 
182 

D 

2004 

41 
6 

47 

274 
224 

E F 

Operating 
— > 
2005 

37 
2 

39 

256 
199 

Budget 

G 

Budget 
2007 Adiustments 

59 
7 

66 

374 
2,668 

0 
0 

0 

0 
-2,400 

H 

Normalization 

0 
0 

0 

100 
696 

1 

Test Year 
2007 

59 
7 

66 

474 
964 

6 Total 910 545 596 542 498 455 3,042 -2.400 796 1,438 

911 Informational Advertising 
7 
8 

9 

Labor 
Non-labor 

Total 911 

0 
45 

45 

0 
32 

32 

0 
21 

21 

0 
14 

14 

0 
16 

16 

4 
30 

34 

0 
0 

0 

0 
0 

0 

4 
30 

34 

Customer Service Expense 
10 Labor 456 422 399 315 293 437 0 100 537 
11 Non-labor 169 263 191 230 201 2,675 -2.400 696 971 
12 Total Customer 

Service Expense 670 717 611 559 510 3,142 -2.400 796 1,538 

SOURCE: 
MECO-WP-804 

Note: Differences between exhibits and workpapers are due to rounding. 
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MAUI ELECTRIC COMPANY, LIMITED 
Lanai Division 

2007 Test Year 
CUSTOMER SERVICE EXPENSE BY ACCOUNTS 

($ THOUSANDS) 

A 

2007 
Operating 

Line Budget 

1 910 Customer Assistance 1 

2 911 Informational 
Advertising 

B 

Budget 
Adiustments 

0 

c 

Normalization 

D 

Test Year 
Estimate 

1 

0 

Total 

SOURCE: 
MECO-806 
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MAUI ELECTRIC COMPANY, LIMITED 
Lanai Division 

2007 Test Year 
CUSTOMER SERVICE EXPENSES 

BY LABOR AND NON-LABOR EXPENSES 
(STHOUSANDS) 

• 

Line 

A B C D 
2007 

Operating Budget Test Year 
Budget Adjustments Normalization Estimate 

1 

2 

3 

4 

5 

6 

SOURCE: 

Labor 

TOTAL LABOR 

Non-Labor 

910 Customer Service 

TOTAL NON-LABOR 

TOTAL 

MECO-WP-803 
MECO-WP-807 

0 

0 

1 

1 

1 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

1 

1 

1 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company, Limited 
Lanai Division 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses 
($ THOUSANDS) 

B H 

Line 

Operating Test Year 
<———Recorded > Budget Budget Estimate 

2001 2002 2003 2004 2005 2007 Adiustment Normalization 2007 

910 Cust. Assistance Lanai 
1 Labor 0 0 0 0 0 0 
2 Non-labor 103 92 33 41 36 1 

3 Total 910L 103 92 34 41 36 

4 Total Customer 
Service Expense 103 92 34 41 36 

SOURCE: 
MECO-WP-803 
MECO-WP-807 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company. Limited 
Lanai Division 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses W/O IRP & DSM Amortization Expenses 
($ THOUSANDS) 

B D H 

Line 
<-

2001 

910 Cust. Assistance Lanai 
1 Labor 0 
2 Non-labor 1 

Recorded— 
2002 2003 2004 

Operating 
-> Budget Budget Test Year 
2005 2007 Adiustments Normalization 2007 

3 Total 910L 1 

Customer Service Expense 
4 Labor 
5 Non-labor 
6 Total Customer 

Service Expense 

0 
1 

0 
1 

0 
1 

0 
1 

0 
0 

0 
1 

0 
0 

0 
0 

0 
1 

Source: 
MECO-WP-803 
MECO-WP-e07 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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MAUI ELECTRIC COMPANY, LIMITED 
Molokai Division 

2007 Test Year 
CUSTOMER SERVICE EXPENSE BY ACCOUNTS 

(STHOUSANDS) 

A B C D 

2007 
Operating Budget Test Year 

Line Budget Adjustments Normalization Estimate 

1 910 Customer Assistance 2 0 2 

2 911 Informational 0 
Advertising 

3 Total 2 0 0 2 

SOURCE: 
MECO-809 
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MAUI ELECTRIC COMPANY, LIMITED 
Molokai Division 

2007 Test Year 
CUSTOMER SERVICE EXPENSES 

BY LABOR AND NON-LABOR EXPENSES 
(STHOUSANDS) 

Line 

A B C D 
2007 

Operating Budget Test Year 
Budget Adjustments Normalization Estimate 

1 Labor 

2 910 Customer Assistance 

3 TOTAL LABOR 

4 Non-Labor 

5 910 Customer Assistance 

6 TOTAL NON-LABOR 

7 TOTAL 

2 

2 

2 

0 

0 

0 

0 

0 

0 

2 

2 

2 

SOURCE: 
MECO-WP-803 
MECO-WP-810 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company, Limited 
Molokai Division 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses 
(STHOUSANDS) 

A B C D E F G H I 

Operating Test Year 
<-' Recorded > Budget Budget Estimate 

Line 2001 2002 2003 2004 2005 2007 Adiustment Normalization 2007 

910 Cust. Assistance Molokai 
1 Labor 0 0 0 0 0 0 0 0 0 
2 Non-labor 119 113 52 62 51 2 0 0 2 

3 Total 910M 119 113 52 62 51 2 0 0 2 

4 Total Customer Service 
Expense 119 113 52 62 51 

SOURCE: 
MECO-WP-803 
MECO-WP-810 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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Maui Electric Company, Limited 
Molokai Division 

2001 - 2007 
CUSTOMER SERVICE EXPENSE 

Accounts 909, 910 and 911 by Labor and Non-labor Expenses W/O IRP & DSM Amortization Expenses 
(STHOUSANDS) 

A B C D E F G H I 

Operating 
< Recorded > Budget Budget Test Year 

Line 2001 2002 2003 2004 2005 2007 Adiustments Nomialization 2007 

910 Cust. Assistance Molokai 
1 Labor 0 0 0 0 0 0 0 0 0 

2 Non-labor 1 1 1 1 0 2 0 0 2 

3 Total 91OM 1 1 1 1 0 2 0 0 2 

Customer Service Expense 

4 Total Cuslomer Service 
Expense 1 

SOURCE: 
MECO-WP-803 
MECO-WP-810 

NOTE: Differences between exhibits and workpapers are due to rounding. 
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Line 

MAUI ELECTRIC COMPANY, LIMITED 

TOTAL INTEGRATED RESOURCE PLANNING COSTS 
2007 TEST YEAR 
(STHOUSANDS) 

B 

Test Year 
2007 Reference 

Base Integrated Resource Planning Costs 

Incremental Integrated Resource 
Planning Costs (normalized) 

TOTAL 

93 MECO-WP-811 

796 MECO-812 

889 

Note: Differences between exhibits and workpapers are due to rounding. 
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Line 

7 
8 
9 
10 
11 

12 

13 

14 
15 
16 

A 

90.343 
107.996 
101.076 
99.800 

B C 
Normalization Notes 

(1) 

100 

MAUI ELECTRIC COMPANY, LIMITED 

INCREMENTAL INTEGRATED RESOURCE PLANNING COSTS 
NORMALIZATION 
($ THOUSANDS) 

910 • Customer Assistance (Labor! 
LABOR 

2005 
2006 FORECAST 
2007 
2005 - 2007 AVG - LABOR 

NORMALIZATION - LABOR 

910 - Customer Assistance (Non Labor) 
NON LABOR 

2005 
2006 FORECAST 

JAN-JUL ACTUAL 
AUG - DEC UPDATE 
REVISED FCST UPDATE 

2007 
2005 - 2007 AVG - NON-LABOR 

NORMALIZATION - NON-l_ABOR 

TOTAL 

Test Year Normalized Cost 
2007 IRP deferred Incremental costs 
Acct. 910 Adjustment to Operating Forecast 

590.813 

389.572 
378.267 
767.839 
728.881 
695.800 

Notes: 
(1) Represents labor costs for IRP Specialist previously charged 

to deferred incremental account no. 186. 

(2) Labor (SlOl) and Nonlabor ($729) total to $830 which represents 
the 2007 MECO IRP Incremental Budget filing amount per 
Docket No. 2006-0393, Attachment A. 

SOURCE: 
MECO-WP-812 

Note: Differences between exhibits and workpapers are due to rounding. 

(2) 

.m. 
J2£ 

796 

796 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Lyle J. Matsunaga, and my business address is 210 West 

4 Kamehameha Avenue, Kahului, Hawaii. 

5 Q. By whom are you employed and in whal position? 

6 A. I am employed by Maui Electric Company, Limited ("MECO" or "Company") 

7 and my po.silion is Manager of Accounting. My educational background and 

8 experience are provided in MECO-900. 

9 Q. What are your areas of responsibility with respect lo this case? 

10 A. With respect lo MECO T-9,1 am responsible for presenting the Company's 

11 overall normalized 2007 test year estimates for Administrative and General 

12 ("A&G") Expenses, which include account nos. 920 - 932. I am the Company's 

13 primary witness for all A&G expense accounts except for accouni nos. 926000 -

14 926010 relaled lo employee benefils costs, which are the responsibility of Ms. 

15 Julie K. Price (MECO T-10). In addition, I am responsible for addressing the 

16 following Accounting Matters: 

17 1) Budget Process 

18 2) Staffing-Accounting Department 

19 3) General Inflation Factor 

20 4) Accounting for pension and post retirement benefits olher than pension 

21 plans 

22 5) Abandoned Capital Project Costs 

23 6) Accounting for Computer Software Development Costs 

24 Q. Do you have other responsibilides with respect to this case? 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

12 

13 

14 

15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

28 

29 

30 
31 

A. Yes, I am also the Company's witness in MECO T-12, responsible for presenting 

the Company's overall normalized 2007 test year eslimates with respect to 

Depreciation Expense and Accumulated Depreciation. 

ADMINISTRATIVE AND GENERAL EXPENSES 

Q. Whal is the Company's normalized estimate of tolal A&G expenses for the 2007 

test year? 

A. The Company's normalized estimate of total A&G expenses for the 2007 test year 

is $13,559,700, which is comprised of $12,549,600 for the Maui division, 

$343,700 for the Lanai division, and $666,400 for the Molokai division. The 

$13,559,700 represents the total combined lest year estimates for accouni nos. 920 

through 932, as follows: 

Test year 2007 

Estimate 
($ Thousands) 

Primary 
Account 

No. 

Administrative 
920 
921 
922 
Outside Services 
923 
Insurance 

Account Description 

A&G Salaries 
Office Supplies & Expenses 
Admin. Expenses-Transferred 

Outside Services 

924 
925 
Employee Benefits 
926 
Miscellaneous 
928 

930.1 

930.2 

931 
932 

Property Insurance 
Injuries & Damages 

Employee Benefits 

$2,188 
912 

(1,219) 

1,983 

750 
1,311 

5,797 

Regulatory Commission Expenses 342 

Institutional/Goodwill Advert Exp 3 

Miscellaneous General Exp 1,328 

Rent Expense 6 
Maintenance of General Plant 159 
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1 Total A&G Expenses $13.560 

2 Q. Is the tolal test year 2007 normalized A&G expense estimate presenied by detailed 

3 accounts and sub-accounts? 

4 A. Yes, the total test year 2007 normalized A&G expenses are shown in greater detail 

5 in MECO-901 and MECO-902. MECO-901 presents the 2007 test year estimates 

6 in total and by division (Maui, Lanai and Molokai), by accounts and sub-accounts, 

7 and by labor and non-labor amounts for each account/sub-accounl. Further, the 

8 account and sub-account amounts are presented in terms of the 2007 Operating 

9 Budget, applicable budget adjustments, applicable rate case and/or normalization 

10 adjustments, and the resulling 2007 test year estimates. MECO-902 presents the 

1 1 actual (recorded) account and sub-account amounts for 2001 through 2005, the 

12 2006 Operating Budget amounts, the 2007 Operating Budget amounts, applicable 

13 adjustments (applicable budget, rate case and normalization adjustments), and the 

14 resuUing normalized 2007 test year eslimates. 

15 Q. How were the normalized 2007 test year estimates developed? 

16 A. The normalized test year estimates are ba.sed on the 2007 Operating Budget, as 

17 adjusted for (I) budget adjustments, (2) rale case adjustments, and (3) 

18 normalization adjustments ("normalizations"), as reflected in MECO-901 and 

19 MECO-902. 

20 Q. How does the total 2007 test year A&G expense estimate compare with the actual 

21 expenses for 2005? 

22 A. The tolal normalized 2007 test year estimate of $13,559,700 is $3,156,100 more 

23 than the 2005 recorded A&G Expenses of $10,403,600 (see MECO-902). 

24 Q. Whal information is provided to explain the differences between the 2007 

25 Operating Budget amounts and the 2005 recorded amounts? 
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1 A. Detailed variance explanations are provided in MECO-904 for A&G Operaiion 

2 and Maintenance (O&M) codeblock accounts with variances between 2005 

3 recorded and 2007 budget (before adjusiment) amounts greater than +/- 10% and 

4 $45,000. 

5 Q. Why are the variance explanations in MECO-904 being provided? 

6 A. The variance explanations in MECO-904 are being provided because, as in past 

7 rate case proceedings, MECO has (as has HECO and HELCO) made a 

8 commitment to the Consumer Advocate to provide such variance explanations in 

9 order to facilitate this proceeding. 

10 Q. Which other MECO witnesses provide similar O&M variance explanations? 

11 A. Each O&M witness provides a variance analysis of the differences between actual 

12 2005 and 2007 budget expenses by code block. Besides my explanation of 

13 Administrative & General O&M expense variances in this T-9 testimony, 

14 Production O&M expenses are covered by Mr. Michael Ribao in MECO T-5; 

15 T&D O&M expenses are covered by Mr. Andrew Herrera in MECO T-6; and 

16 Customer Accounts O&M expenses and Customer Service O&M expenses are 

17 covered by Ms. Sharon Suzuki in MECO T-7 and T-8, respectively. 

18 General Nature of A&G Expenses 

19 Q. What is the general nature of A&G expenses? 

20 A. A&G expenses represent a diverse group of expenses under the National 

21 Association of Regulatory Utility Commissioners Uniform Syslem of Accounts 

22 ("NARUC USOA"), which the Commission has directed MECO to follow. 

23 Q. Why are A&G expenses so diverse? 

24 A. Under the NARUC USOA, A&G expenses oflen limes represent operating 

25 expenses not provided for in other functional areas. For example, the NARUC 
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1 USOA description for account no. 923.00 - Outside Services includes the 

2 statement, "This account shall include the fees and expenses of professional 

3 consultants and others for general services which are not applicable to a particular 

4 operating function or lo other accounts." Another reason for the diversity in A&G 

5 expenses is that the.se expenses represent the total Company costs for certain 

6 specific items, e.g. property insurance (account no. 924.00). 

7 Q. How will A&G expenses be organized and presenied in this case? 

8 A. Because A&G expenses cover such a diverse group of expenses, the A&G 

9 expense estimates will be presenied and analyzed by individual accouni numbers. 

10 However, to make the presentation more meaningful, my testimony has been 

11 arranged inlo five groups of related accounts: 

12 Administrative (account nos. 920-922) , 

13 Outside Services (accouni nos. 923.01 - 923.03). 

14 Insurance (account nos. 924 - 925), 

15 Employee Benefits (account nos. 926.000 - 926.020), and 

16 Miscellaneous (account nos. 928 -932) . 

17 Administrative 

18 Q. What are the accounts and test year estimates for the administrative group of 

19 accounts? 

20 A. The 2007 test year estimate for the administrative group of accounts is $1,881,500 

21 for total MECO, which is comprised of $1,860,600 for Maui, $0 for Lanai, and 

22 $20,900 for Molokai, as shown in MECO-901, pages 16, l ,6and 11, respectively. 

23 The lotal MECO estimate by account number is as follows: 

24 Test year 2007 
25 Account Estimate 
26 No. Description ($ Thousands) 

http://the.se
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1 920 A&G Salaries $2,188 

2 921 Office Supplies & Expenses 912 

3 922 A&G Expenses Transfen-ed (1.219) 

4 $1.882* 

5 * Sum of amounts may not equal total due to rounding. 

6 Q. Whal is the nature of administrative expenses? 

7 A. The administrative group of expenses represents the expenses incurred in 

8 connection with the general administration of the Company's operations that are 

9 not chargeable against other specific functional accounts. Administrative 

10 expenses include the labor and related non-labor costs of Company officers and 

11 their assistants, as well as employees in diverse functional areas such as 

12 accounling, administration, personnel, information services, and purchasing. 

13 Q. Where are gross administrative expenses charged? 

14 A. Administrative labor costs are charged to account no. 920 - administrative and 

15 general salaries, while relaled non-labor costs are charged to accouni no. 921 -

16 office supplies and expenses. 

17 Q. Do all of the gross costs remain classified as Administrative expenses? 

18 A. No. Some of the administrative activities support the Company's conslrucfion 

19 effort and work billable lo outside third parties for services rendered (e.g. repair of 

20 damaged poles). An appropriate portion of gross administrative costs charged lo 

21 account nos. 920 and 921 is transferred, therefore, lo conslrucfion projects and 

22 billable work. This transfer is accomplished by means of an on-cost ("overhead") 

23 charge lo construction projects and billable work, with a concurrent credit to 
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1 accouni no. 922 - administrative expenses transferred -credit. The Company's use 

2 of on-cost (or "overhead") rales is discussed in more detail later in this testimony. 

3 Accouni No. 920 - Administrative and General Salaries 

4 Q. Whal expenses are charged lo account no. 920, administrative and general 

5 salaries? 

6 A. This account includes the compensation (salaries, bonuses, and other 

7 consideration for services, bul nol including directors' fees) of officers, 

8 executives, and other MECO employees properiy chargeable to ufilily operations 

9 and not chargeable direcdy to a particular operating function. 

10 Q. Whal is the test year 2007 normalized estimate for account no. 920 -

! I administrative and general salaries? 

12 A. As shown in MECO-901, page 16, the test year 2007 normalized estimate for 

13 accouni no. 920 is $2,188,400 ($2,176,900 is for Maui and $11,500 is for 

14 Molokai). 

15 Q. Which MECO departments have labor charges included in the 2007 lest year 

16 estimate for account no. 920? 

17 A. The 2007 test year estimate for account no. 920 includes labor charges for the 

18 following MECO departments: (1) President's Office; (2) Accounting; (3) 

19 Administration; (4) Cuslomer Service; (5) Engineering; and (6) Transmission & 

20 Distribution. Later in this tesfimony, I address staffing for the Accounfing 

21 Department. Mr. Andrew Herrera addresses staffing for the Transmission & 

22 Distribution and Engineering Departments in MECO T-6. Ms. Sharon Suzuki 

23 addresses staffing for the Customer Service Department in MECO T-7. Ms. 

24 Eileen Wachi addresses staffing for the President's Office and Administrafion 

25 Department in MECO T- i l . 
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1 Q. What adjustments were made lo the 2007 Operafing Budget amounts in arriving at 

2 the 2007 test year estimate? 

3 A. The 2007 test year estimate includes one adjustment lo exclude performance 

4 incentive compensafion ("PIC") in the amount of $339,800. 

5 Q. What does PIC consist of? 

6 A. PIC includes an Executive Incenfive Compensafion Plan ("EICP"), a Long-lerm 

7 Incentive Plan ("LTIP"), and a key contributor/team award program. 

8 Q. Is MECO requesfing recovery of the costs for these programs? 

9 A. No. While MECO believes these costs are necessary and appropriate business 

10 expenses, the Company is not requesting cost recovery at this time lo reduce the 

11 number of issues in this proceeding. The Company does not waive, however, its 

12 right to seek recovery of these costs in future rate cases. 

13 Q. Is PIC included in any test year 2007 amounts with respect lo billings from HECO 

14 or HEI? 

15 A. No. PIC is not included in the estimated test year inter-company billings from 

16 HECO or Hawaiian Electric Industries. Inc. ("HEI") included in account no. 

17 923.03- other services - associated companies. 

18 Q. How does the 2007 test year esfimate for account no. 920 - administrative and 

19 general salaries compare to prior year amounts? 

20 A. A comparison is provided below based on the amounts shown in MECO-902, 

21 reduced by the amount of PIC included in accouni no. 920 each year: 

22 ($ Thousands) 
23 Per MECO-902* Less PIC Adi. Total 

24 2001 Recorded 2,058 479 1.579 

25 2002 Recorded 1,587 (55) 1.642 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2003 Recorded 

2004 Recorded 

2005 Recorded 

2006 Budget 

2007 Test Year 

2.119 

2,088 

2,128 

2,481 

2,528 

417 

245 

276 

382 

340 

1.702 

1,843 

1,852 

2,099 

2,188 

* A breakdown of the MECO-902 amounts, before adjustments, by responsibility 

area code is provided in MECO-WP-lOl(C). 

Q. Why is the 2007 lest year estimate of $2,188,000 higher than the amount recorded 

for 2005? 

A. The 2007 test year estimate of $2.188,000 is $336,000, or 18.1 %, higher than the 

$1,852,000 recorded for 2005 (excluding PIC) due primarily to the following: 

1. General wage increases - $ 139,000 

2. Addifional A&G positions - $ 115,000 

3. Increased hours for existing A&G posifions - $107,000 

1 • General Wage Increase - $ 139.000 increase 

Q. Whal is the impact of general wage increases? 

A. General wage rates for test year 2007 are expected to be, on average, 6.5% higher 

than recorded 2005 wage rates for bargaining unit employees and 7.6% higher for 

merit employees (see MECO-905). This accounts for approximately $139,000 

(7.5% average wage increase x $1,852,000 recorded 2005 Account 920 costs 

excluding PIC) of the increase in labor costs between 2005 and lest year 2007, 

other things being equal. I discuss further the assumptions used in determining 

the bargaining unit and merit salary increases that are included in the 2007 Budget 

later in this testimony under Budget Process. Ms. Julie Price, in MECO T-10, 
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1 discusses in more detail how the bargaining unit and merit salary increases are 

2 determined. 

3 2. Addifional A&G Positions - $115.000 increase 

4 Q. How many new positions (charged lo account no. 920) are to be added by the 

5 Company between 2005 and 2007? 

6 A. The Company will be adding a nel of two positions to the Company's staffing in 

7 areas that charge labor costs to adminislrafive and general expense (account no. 

8 920) between 2005 and 2007. These include one Accounting position and one 

9 Information Services position. 

10 a. Accounfing position - $54.000 increase 

11 Q. What additional position has been added to the Accounfing Department between 

12 2005 and 2007? 

13 A. A second Utility Plant Clerk position was added in April 2006. This position was 

14 filled in April 2006 and remained filled as of January I, 2007. 

15 Q. Why is the second Utility Plant Clerk needed? 

16 A. The second Utility Plant Clerk posifion is needed to assist with the increasing 

17 workload associated with MECO's growing additions lo and retirements from 

18 utility plant. 

19 Q. What is the impact of adding a second Ufilily Plant Clerk posifion? 

20 A. The addifion of a second Utility Plant Clerk position results in a $54,000 increase 

21 in A&G salaries and wages expense for lest year 2007 over recorded 2005. 

22 b. Information Services position - $61.000 increase 

23 Q. Whal is the new position being added to the Information Services Division 

24 between 2005 and 2007? 



MECO T-9 
DOCKET NO. 2006-0387 
PAGE 11 OF 115 

1 A. A second Geographic Informafion Systems Administrator position is included in 

2 the 2007 Budget. This position was filled as of January I. 2007. 

3 Q. Why is Ihe second Geographic Information Systems Administrator position 

4 needed? 

5 A. The second Geographic Information Systems Administrator posifion is needed to 

6 assist with the increasing workload associated with updating and maintaining the 

7 GIS system and the transmission and distribution data that is updated and 

8 maintained in that system. 

9 Q. What is the impact of adding the new Geographic Information Systems 

10 Administrator position? 

11 A. The addition of the new Geographic Information Systems Administrator position 

12 results in a $61,000 increase in A&G salaries and wages expense for test year 

13 2007 over recorded 2005. 

14 3. Increased Hours for Exi.sting A&G Positions - $107.000 increase 

15 Q. Why are there increased hours for existing A&G posifions? 

16 A. There are increased hours for exisfing A&G positions primarily because specific 

17 positions were vacant for periods of time during 2005. 

18 Q. Which existing A&G positions have increased hours included in the 2007 Budget 

19 and what is the impact of the increased hours? 

20 A. The following existing A&G posifions have increased hours included in the 2007 

21 Budget with the amounl of increase in A&G salaries and wages expense for test 

22 year 2007 noted: 

23 a. Computer Systems Specialist - $41,000 

24 b. Computer & Information Services Supervisor - $5,000 

25 c. Ufilily Plant Clerk - $ 11,000 
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1 d. Capital Budget Analyst and Operations Analyst - $24,000 

2 e. Safely Administrator and Security Specialist - $15,000 

3 f. Clerk Typist I-$10,000 

4 Each of these positions was filled as of January 1. 2007. 

5 Accouni No. 921 - Office Supplies And Expenses 

6 Q. What is the 2007 test year esfimate for account no. 921 - office supplies and 

7 expenses? 

8 A. The 2007 test year esfimate for account no. 921 is $912,100 for total MECO, 

9 comprised of $902,700 for Maui, $0 for Lanai, and $9,400 for Molokai (see 

10 MECO-901). 

11 Q. What is included in account no. 921, office supplies and expenses? 

12 A. As the name of this account implies, accouni no. 921. office supplies and 

13 expenses, includes office supplies and expenses of employees engaged in 

14 adminislrafive and general activifies that are not chargeable lo olher accounts. Il 

15 is essenfially the non-labor costs relaled lo the adminislrafive funcUon. For 

16 example, the costs of postage, printing, stationery, courier services, data 

17 processing, and rental of office equipment are charged to this account. In 

18 addition, travel expenses, vehicle usage costs, dues, business and technical 

19 publication subscriptions, fees, and other general expenditures are recorded in 

20 accouni no. 921. 

21 Q. What adjuslmenls were made to the 2007 Operating Budget in arriving al the 2007 

22 lest year estimate? 

23 A. The following adjustments, reflected on page 16 of MECO-901. were made lo the 

24 2007 Operating Budget: (I) a normalizafion adjustment was made to add $11,000 

25 for depreciafion study costs; (2) a normalization adjustment was made lo subtract 
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1 $5,600 for interisland travel costs relaled to labor union negotiations; and (3) a 

2 rulemaking adjustment was made lo subtract $8,100 from the 2007 Operating 

3 Budget for incentive program costs. 

4 Q. Why was a normalization adjusiment made for depreciation study costs? 

5 A. MECO is currenfiy performing a depreciation study based on data as of December 

6 31, 2005, and expects to complete the study in 2007 (see my testimony at MECO 

7 T-12 for further discussion of the depreciation study that is currently being 

8 performed). Thereafter, MECO expects lo perform studies approximately every 

9 five years. Because the 2007 Operating Budget did not include costs for the study 

10 that is currently being performed, a normalization adjustment is required to add 

11 the normalized costs for a depreciation study to the test year esfimates. The 

12 +$11,000 normalizafion adjustment represents one-fifth of the estimated $55,000 

13 cost of the study that is currenUy being performed. 

14 Q. Why was a normalizafion adjustment made for inter-island travel relaled lo labor 

15 union contract negofiations? 

16 A. The Company, together with HECO and HELCO, has historically negotiated labor 

17 union agreements with terms longer than one year. The Company will be in 

18 contract negotiations on Oahu with the union in 2007 as the current labor contract 

19 will expire effective October 31, 2007. The -$5,600 normalizafion adjustment was 

20 made to spread out the esfimated inter-island travel costs over a four year period. 

21 Q. Why was a -$8,100 ratemaking adjustment made for incentive program costs? 

22 A. As discussed earlier with respect to account no. 920, Administrative and General 

23 .salaries, while incenfive program costs are necessary and appropriate business 

24 expenses, the Company is nol requesfing cost recovery for such costs al this time. 
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1 in order to reduce the number of issues in this proceeding. The Company does nol 

2 waive, however, its right to seek recovery of these costs in future rate cases. 

3 Q. How does the 2007 test year estimate for accouni no. 921 compare with prior year 

4 amounts? 

5 A. A comparison is shown below based on the amounts shown in MECO-902. The 

6 2007 lest year estimate of $912,100 for account no. 921 is $273,200 higher than 

7 the $638,900 recorded in 2005. 

8 ($ Thousands) 
9 Per MECO-902* 

10 2001 Recorded $847 

11 2002 Recorded 482 

12 2003 Recorded 522 

13 2004 Recorded 607 

14 2005 Recorded 639 

15 2006 Budget (1,067) 

16 2007 Test Year 912 

17 * A breakdown of these annual totals, before adjustments, by responsibility area 

18 code is provided in MECO-WP-101 (C). 

19 Q. What are the reasons for the $273,200 increase in account no. 921 costs between 

20 recorded 2005 and lest year 2007? 

21 A. The rea.sons for the increase are summarized below: 

22 Amounl 
23 Descripfion f$ Thousands) 

24 Higher Information Services Costs $219 

25 Higher Engineering Department Costs 56 

26 Others (2) 
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1 Total Increase $273 

2 Informafion Services Costs (+$219.000) 

3 Q. Whal is the nature of the increase in Informafion Services costs? 

4 A. The 2007 test year esfimate for Information Services costs is $219,000 higher than 

5 the actuals for 2005 due to the following: (a) a $101,000 increa.se for training and 

6 related travel costs. The increased training is necessitated by such factors as 

7 increasing and constanfiy changing system security requirements (e.g., to address 

8 polenfial vulnerabilities to new spyware, irojans or other viruses); (b) $38,000 for 

9 costs related to implementation of new mapping software. The previous software 

10 used was highly inefficient and required continuous updafing and debugging. The 

1! proposed new mapping software is a server based system that will allow olher 

12 users lo access the mapping database, and is estimated lo cost significanfiy less 

13 than other alternatives considered; (c) $40,000 for expanded network 

14 communicafion capability with the 2006 implementation of a DS3 connection, 

15 which was driven by confinuously increasing use of the network to transmit data 

16 and communications; and (d) $25,(X)0 to upgrade the Company's back-up 

17 capabilifies, necessitated by increased volume of network data required to be 

18 backed-up. 

19 Engineering Department Costs (+$56.000) 

20 Q. What is the nature of the increase in the Engineering Department's Land Division 

21 costs? 

22 A. The 2007 test year estimate for the Engineering Department's Land Division costs 

23 is $56,000 higher than the actuals for 2005 due to: (1) a $50,000 increase in the 

24 Energy Delivery on cost loadings on Land Division labor hours charged to A & G 

25 accounts due to a decision to start applying the Energy Delivery on cost to Land 

http://increa.se
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1 Division labor hours beginning in October 2005; and (2) a $5,000 increase in the 

2 costs for outside services to process land easements. 

3 Account No. 922 - Adminislrafive Expenses Transferred - Credit 

4 Q. What types of transfers are included in account no. 922, adminislrafive expenses 

5 transferred - credit? 

6 A. This accouni includes two types of transfers: 

7 I. Administrative expen.ses transferred lo conslrucfion and lo others; and 

8 2. Administrative expen.ses transferred lo the Lanai and Molokai divisions. 

9 Q. What is the Company's 2007 test year estimate for the two types of transfers 

10 included in accouni no. 922? 

11 A. The 2007 test year estimate for accouni no. 922 - administrative expenses 

12 transferred - credit is $1,219,000, as shown in MECO-901, page 16, and includes 

13 the following: 

14 I. Administrative expenses transferred lo conslrucfion and to others -

15 $669,000; and 

16 2. Administrative expenses transferred lo the Lanai and Molokai divisions -

17 $550,000. 

18 1 • Administrative expenses transferred to construction and to others - $669.000 

19 Q. What does the $669,000 test year 2007 estimate for adminislrafive expenses 

20 transferred to construction and to others represent? 

21 A. The estimated amount transferred represents that portion of the total costs charged 

22 to account nos. 920 - administrative and general salaries and 921 - office supplies 

23 and expenses that relates to plant construction and lo other charges such as billings 

24 to outside third parties for services rendered (e.g. pole damage repairs), as shown 

25 in MECO-907. 
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1 Q. How does the Company account for administrative expenses related to non-

2 capital, non-billable work, i.e. administrative expenses in support of operafion and 

3 maintenance (O&M) expen.se relaled work? 

4 A. Under the NARUC USOA, the O&M expense relaled portion of administrative 

5 expenses musl be classified as A&G expense. ELLIPSE, generally, applies on-

6 costs to the designated clearing base regardless of the NARUC account number 

7 being charged. As a result, ELLIPSE applies adminislrafive expen.ses on-cosls to 

8 the various O&M expense accounts (e.g. production, transmission and distribution 

9 O&M expense accounts). In order to comply with the NARUC USOA, the 

10 adminislrafive expenses on-costs applied by ELLIPSE lo the various O&M 

11 expense accounts are "reversed" and added back to administrative and general 

12 expenses. 

13 Q. Does this reversing entry concept/procedure apply lo other on-costs besides 

14 administrative expenses? 

15 A. Yes, the conceptyprocedure is applied to two olher on-cosls as follows: 

16 I) The O&M expense related portion of employee benefits on-cosls applied to 

17 various O&M expense accounts is reversed and added back to 

18 administrative and general expenses. 

19 2) Under the NARUC USOA, the O&M expense porfion of the on-cost for 

20 Payroll Taxes (e.g. FICA, FUTA and SUTA) must be classified as Taxes 

21 Olher Than Income Taxes. Therefore, the Payroll Taxes on-cosls applied by 

22 ELLIPSE lo O&M accounts are reversed and added back to Taxes Olher 

23 Than Income Taxes. 

24 Q. How are the reversed amounts identified in the Company's workpapers? 

http://expen.se
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1 A. The reversed amounts can generally be identified in the detailed Pillar Test year 

2 2007 O&M Expense Budget reports provided as workpapers in this docket, i.e. the 

3 MECO-WP-lOl series of work papers. In these workpapers, the line items 

4 labeled "(G/L codes)" include the reversal amounts. With respect lo the 2007 

5 budget amounts, the (G/L codes) amounts will equal the reversed amounts. With 

6 respect to recorded amounts, the (G/L codes) amounl will not necessarily equal 

7 the reversed amounts since (G/L codes) include other types of accounting entries 

8 required to complete the financial closing process. 

9 Q. Do the tolal on-cosl amounts always net to zero for each of the accounts? 

10 A. No. While the (G/L codes) amount for Test year 2007 will always equal the total 

1 1 on-cost amounl reversed for an account, the total on-cosl amount for the accouni 

12 will not necessarily net to zero for the following two reasons: 

13 1) Not all of the on-cosls applied to an account are subject to being reversed. 

14 For example, the on-cosl amounts for Energy Delivery are nol reversed, 

15 except for a small portion as explained in item 2) below. 

16 2) A portion of some on-cosl amounts that are mosUy nol reversed represents 

17 other on-costs that are reversed. For example, a portion of the Energy 

18 Delivery on-cost amounts represent Corporate Administrafion Expense, 

19 Employee Benefils and Payroll Taxes on-cost amounts, which are reversed. 

20 While such reversed amounts are included in the (G/L codes) amount, the 

21 amounts are not specifically idenfified on the work papers as Corporate 

22 Administration Expense, Employee Benefils and Payroll Taxes, bul rather, 

23 are included as part of the Energy Delivery on-cost amount. 

24 Q. Can you please summarize your tesfimony with respect to the "reversal" of certain 

25 on-costs and how the reversal relates to "(GL codes)" amounts? 
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1 A. Yes. The Company's core business software syslem called ELLIPSE generally 

2 applies on-costs to the designated clearing base regardless of the NARUC account 

3 number being charged. However, for Adminislrafive Expenses, Employee 

4 Benefils and Payroll Taxes, the NARUC USOA requires thai the O&M expense 

5 relaled porfion of the on-cosl be charged to a particular account or accounts. 

6 Therefore, the ELLIPSE applied on-costs are "reversed" and added back lo the 

7 NARUC designated accouni numbers. With respect lo Test year 2007, the 

8 reversed amounts equal the (GL codes) amounts (e.g. see MECO-WP-101 series 

9 of work papers). With respect to recorded year amounts, the (G/L codes) amount 

10 will not necessarily equal the reversed amounts since (G/L codes) include other 

11 types of accounfing entries required lo complete the financial closing process. 

12 Q. How was the 2007 test year estimate for Accouni No. 922 - Administrative 

13 Expen.ses Transferred determined? 

14 A. The amounl lo transfer was derived using the methodology recommended by 

15 KPMG LLP in its administrative transfer sludy completed in May 1996. A copy 

16 of this study was provided in MECO-WP-907 in Docket No. 96-0040. 

17 Q. How does the test year estimate of $669,000 for the portion of total accouni no. 

18 922 transfers related to administrative expenses transferred to conslrucfion and to 

19 third parties compare with amounts for earlier years? 

20 A. For comparison purposes, the following table shows the portion of total account 

21 no. 922 transfers related to adminislrafive expenses transferred to conslrucfion and 

22 to third parties, and transferred to the Lanai/Molokai divisions for the years 2001 

23 through test year 2007. 
24 Account no. 922 Transfers Transfers 
25 Amount - Cr. To Lanai/ to Const/ 
26 ($ Thousands) Molokai 3rd parties 
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2 
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7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2001 Recorded 

2002 Recorded 

2003 Recorded 

2004 Recorded 

2005 Recorded 

2006 Budget 

2007 Test Year 

$767 

901 

991 

994 

913 

894 

1,219 

$270 

270 

270 

270 

270 

270 

550 

$497 

631 

721 

724 

643 

624 

669 

Q. What are the significant factors causing the adminislrafive cost transferred credit 

to vary from year to year? 

A. The year-to-year differences are driven by the individual factors comprising the 

calculation of the transfer amounl, as noted in the KPMG study. The most 

significant factor is the amounl of costs charged lo account nos. 920 and 921 and 

the proportion of capital tasks to total tasks. As MECO's charges to accouni nos. 

920 and 921 change and as the ratio of MECO's capital work to total work 

changes, the amount of administrative costs transferred to capital will accordingly 

change. 

2. Administrative expenses transferred lo Lanai and Molokai Divisions- $550.000 

Q. Whal does the $550,000 test year 2007 estimate for adminislrafive expenses 

transferred to Lanai and Molokai divisions represent? 

A. The esfimated amount represents the portion of total costs charged to Maui 

Division A&G expense accounts which are nol otherwise budgeted for by Lanai or 

Molokai Divisions or for which a separate allocation is performed. 

Q. Why is a portion of Maui Division A&G expenses transferred to Lanai and 

Molokai Divisions? 
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1 A. A portion of Maui Division A&G expenses is transferred to Lanai and Molokai 

2 Divisions because the staff on Maui performs most of the administrative type work 

3 since MECO does nol have sufficient adminislrafive personnel on either Lanai or 

4 Molokai. Accordingly, it is appropriate to allocate a portion of these costs to 

5 Lanai and Molokai Divisions. The costs allocated lo Lanai and Molokai Divisions 

6 are charged to accounts no. 9302L and 9302M, respecfively. 

7 Q. Is the practice of transferring A&G expenses from Maui Division lo Lanai and 

8 Molokai Divisions consistent with past practice? 

9 A. Yes. A&G expense transfers from Maui to Lanai and Molokai Divisions were 

10 included in MECO's prior rale cases. Docket No. 97-0346, Docket No. 94-0345 

11 and Docket No. 7000. The Commission determined MECO's estimates were 

12 reasonable in those cases and ufilized the estimates in determining MECO's 

13 revenue requirements in those dockets. 

14 Q. What is the basis for the allocafion? 

15 A. The basis for this allocation is the number of customers on each island, as shown 

16 in MECO-908. This method of allocafing A&G expenses to Lanai and Molokai 

17 Divisions is consistent with the methodology used in prior MECO rate 

18 proceedings. 

19 Q. What costs are included in the calculation of the total to be allocated? 

20 A. As shown in MECO-908 and as noted above, the total costs to be allocated 

21 between the three divisions (Maui, Lanai and Molokai) are the total A&G 

22 expenses excluding: (1) Employee Benefits, accouni no. 926, since a portion of 

23 employee benefits costs is allocated to Lanai and Molokai Divisions by Ms. Julie 

24 Price in MECO T-iO; and (2) Maintenance, accouni no. 932, since the 2007 
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1 Operafing Budget already includes amounts directly budgeted to the Lanai and 

2 Molokai Divisions. Account no. 932 costs are discus.sed later in this testimony. 

3 Outside Services 

4 Q. What are the accounts and test year amounts for the Outside Services group of 

5 accounts? 

6 A. The Outside Services group of accounts, and the associated normalized test year 

7 amounts totaling $1,983,100 for test year 2007, are as follows (see MECO-902): 

8 Test year 2007 
9 Accouni Estimate 

10 No. Description ($ Thousands) 

11 923.01 Outside Legal Services $ 20 

12 923.02 Other Outside Services 88 

13 923.03 Services from Assoc. Co. 1,875 

14 1.983 

15 Q. What is the general nature of Outside Services expenses? 

16 Outside services expenses include amounts paid by the Company for the services of 

17 attorneys nol chargeable to other accounts (account no. 923.01 - outside legal 

18 services); for the services of auditors, consultants, etc. (accouni no. 923.02 - olher 

19 outside .services); and for the services of Hawaiian Electric Company, Inc. 

20 ("HECO") and Hawaiian Electric Industries, Inc. ("HEI") staff (account no. 

21 923.03 - services from associated companies). 

22 Account No. 923.01 - Outside Legal Services 

23 Q. Whal is the Company's 2007 test year estimate for account no. 923.01 - outside 

24 legal services? 

25 A. The 2007 test year estimate for account no. 923.01 - outside legal services is 

26 $20,100, as shown in MECO-901, page 17 
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1 Q. Whal types of outside legal services does MECO reiain? 

2 A. MECO retains legal services to assist, for example, in matters such as labor 

3 relations, PUC filings and regulatory matters, land matters, and disputes involving 

4 unpaid receivables and damages lo Company property. A breakdown of the types 

5 of legal services included in the test year estimate is provided in MECO-909. 

6 Q. How was the test year amount determined? 

7 A. The 2007 test year estimate was developed by budget preparers knowledgeable 

8 about the requirements for outside legal services for their respective work areas. 

9 Q. How does the 2007 test year estimate compare with amounts for previous years? 

10 A. The accouni no. 923.01 amounts for recorded 2001 through test year 2007 are 

11 shown below and in MECO-909. 

12 
13 ($ Thousands) 
14 Per MECO-902* 

15 2001 Recorded $ 22 

16 2002 Recorded 47 

17 2003 Recorded 6 

18 2004 Recorded 7 

19 2005 Recorded 7 

20 2006 Budget 27 

21 2007 Test Year 20 

22 * A breakdown of these annual totals, before adjuslmenls, by department is 

23 provided in MECO-WP-lOl(C). 

24 The 2007 lest year estimate of $20,100 for accouni no. 923.01 is $12,600 higher 

25 than the $7,500 recorded in 2005 and $2,200 higher than the $17,900 average of 

26 actual expenses for 2001 through 2005. 
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1 Q. Why is the 2007 lest year estimate higher than the 2005 recorded amounl? 

2 A. The 2007 lest year esfimate is $ 12,600 higher than the 2005 recorded amount due 

3 primarily to a $10,000 increase related to grievances and arbitrafion expenses 

4 (ABM activity no. 765). 

5 Q. Please explain the $10,000 increase related to grievances and arbitration expenses. 

6 A. The 2007 test year estimate for grievances and arbitration expenses reflects four 

7 outstanding demands for arbitrafion which may move forward. The actual 

8 recorded 2005 expense is low because no cases moved into arbitration in 2005 as 

9 cases were either setded or cancelled prior lo arbitration. 

10 Accouni No. 923.02 - Other Outside Services 

11 Q. Whal is the Company's 2007 test year estimate for account no. 923.02 - other 

12 outside services? 

13 A. The 2007 test year esfimate for account no. 923.02 - other outside services is 

14 $88,100 as shown in MECO-901. page 17, and in MECO-910. 

15 Q. What types of costs are included in account no. 923.02? 

16 A. The test year estimate for accouni no. 923.02 includes the costs for: 

17 (I) KPMG, LLP (KPMG) for the annual independent audit of financial 

18 statements ($28,800); and 

19 (2) KPMG for the annual SOX (Sarbanes-Oxley, which is discus.sed later) 

20 404 internal control audit ($59,300). 

21 Q. What is the annual independenl audil of financial statements? 

22 A. MECO's financial statements are consolidated into the financial statements of ils 

23 parent company, Hawaiian Electric Company, Inc. ("HECO"). HECO must 

24 comply with Securiiies and Exchange Commission requirements lo have ils 

25 annual financial slaiemenls audited and a report issued by its independent auditor 
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1 expressing the auditor's opinion as lo the reliability of the financial statements. 

2 The independent auditor conducts an audil in accordance with audifing standards 

3 generally accepted in the United Slates. Tho.se standards require that they plan 

4 and perform Ihe audit to obtain reasonable assurance about whether the financial 

5 statements are free of material misstatement. An audit includes examining 

6 evidence supporfing the amounts and disclosures in the financial statements, 

7 assessing the accounfing principles used and significant estimates made by 

8 managemeni, and evaluating the overall financial statement presentation. 

9 Q. Please explain the costs for the KPMG annual SOX 404 internal control audit. 

10 A. MECO musl comply with the requirements under Section 404 of the Sarbanes-

11 Oxley Act of 2002 (SOX 404). Under SOX 404, beginning with the Company's 

12 2004 Annual Reporl on Form lO-K to the Securities and Exchange Commission, 

13 KPMG is required lo attest to management's evaluation and certification of 

14 HECO's (of which MECO is apart) system of internal controls over financial 

15 reporfing. As part of its audil, KPMG will need to delermine whether there are 

16 any significant deficiencies or material weaknesses in the Company's syslem of 

17 internal controls over financial reporfing. KPMG's attestation function has 

18 required a significant expansion of its auditing procedures and the scope of its 

19 opinion. 

20 Q. How does the 2007 lest year esfimate for account no. 923.02 compare with 

21 amounts for previous years? 

22 A. The actual expenses for account no. 923.02 for 2001 through 2005 and the 2007 

23 test year estimate are as follows (see MECO-902): 
24 ($ Thousands) 
25 Per MECO-902 

26 2001 Recorded $ 25 

http://Tho.se
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1 2002 Recorded 27 

2 2003 Recorded 24 

3 2004 Recorded 4 

4 2005 Recorded 28 

5 2006 Budget 0 

6 2007 Test Year 88 

7 Q. Whal are the reasons for the increase in accouni no. 923.02 costs between recorded 

8 2005 and test year 2007? 

9 A. The 2007 test year estimate of $88,100 for accouni no. 923.02 is $60,200 higher 

10 than the $27,900 recorded for 2005. The increase is primarily due to the fact that 

1 ] most of the 2005 costs incurred for KPMG services were erroneously recorded in 

12 accouni no921. 

13 Q. What would the 2005 recorded costs have been if the KPMG costs were properly 

14 recorded in account no. 923.02? 

15 A. If the 2005 costs incurred for KPMG services were correctly recorded in account 

16 no. 923.02, the 2005 amount for account 923.02 would have been $127,300, 

17 which is $39,200 higher than the 2007 lest year esfimate. 

18 Q. Why is the 2007 test year esfimate reasonable? 

19 A. The 2007 test year estimate is reasonable because il is based on the escalated 

20 actual costs for the most recently completed annual financial statement and SOX 

21 404 audits (i.e., the 2005 audits) as shown on MECO-WP-902. 

22 Account No. 923.03 - Services From Associated Companies 

23 Q. Whal is the Company's 2007 test year esfimate for accouni no. 923.03 - services 

24 from associated companies? 
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1 A. The 2001 test year estimate for account no. 923.03 - services from associated 

2 companies is $ 1,874,900 for total MECO, comprised of $ 1,874,900 for Maui, $0 

3 for Lanai, and $0 for Molokai, as shown in MECO-901, pages 17, 2, 7 and 12, 

4 respecfively. This estimate excludes Performance Incentive Compensation, 

5 lobbying costs, and HEIRS Adminislrafive expenses relating to HEI billings. 

6 Although such costs are reasonable business expenses that should be recoverable 

7 from ratepayers, MECO excluded these costs from the 2007 test year estimates in 

8 order lo reduce the number of issues in this proceeding. However, MECO 

9 reserves the right to seek recovery of these costs in future rale cases. 

10 Q. What types of costs are included in the 2007 lest year estimate? 

11 A. The 2007 lest year esfimate includes estimated billings from HEI and HECO. 

12 Q. What porfion of the test year estimate for accouni 923.03 of $1,874,900 represents 

13 billings from HEI and from HECO? 

14 A. The breakdown of costs for this account is as follows: 

15 Charges from HEI $ 472,100 

16 Charges from HECO 1.402.800 

17 SI.874.900 

18 A summary of the total HECO and HEI billing amounts by ABM acfivity is 

19 shown in MECO-911. Further detail for HEI billing amounts is shown in MECO-

20 912. 

21 Q. What services are provided by HEI to MECO? 

22 A. HEI provides MECO with a variety of services, including financial accounting 

23 and reporfing, administrative, investor relations and slock transfer services. 

24 Detailed descriptions of the services performed by HEI on MECO's behalf are 

25 idenfified in the service agreement between HEI and MECO, which is provided in 
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1 MECO-WP-903. The service agreement also provides the basis used by HEI to 

2 allocate (when direct charging is not possible or pracfical) billing amounts to ils 

3 various subsidiaries. 

4 Q. How were the esfimated billings from HEI to MECO determined for the 2007 test 

5 year? 

6 A. The 2007 test year estimate is based in part upon the 2005 recorded charges, 

7 increased by general inflation factors of 3.1 % and 2.5% applied to 2006 and 2007, 

8 respecfively. The charges by the various types of services are provided in MECO-

9 912 and supporting detailed work acfivifies and calculations of cost estimates are 

10 provided in MECO-WP-904. 

11 Q. What is the basis for the 2(X)5 recorded charges? 

12 A. Recorded 2005 labor charges are based on a positive time reporting billing syslem 

13 that HEI implemented effective January I, 1993. 

14 Q. Why is the 2007 test year amount of $472,100, after adjustments lo remove all 

15 EICP, LTIP, lobbying costs and HEIRS Adminislrafive expenses from HEI 

16 billings to MECO, reasonable for purposes of this docket? 

17 A. As shown in MECO-912, the 2007 test year esfimate of $472,100 for HEI billings 

18 is $36,200, or 8%, higher than the 2005 actual amount after adjuslmenls to 

19 exclude incentive compensaiion and other expenses. The increase is due primarily 

20 to a $26,000 increase for lax support, together with increases due to general cost 

21 inflation with respect to all activifies. The $26,000 increase for tax support, in 

22 turn, is due primarily to increased costs for outside assistance with IRS and Stale 

23 of Hawaii income lax examinations together with normalized costs for new tax 

24 provision software and related annual updates. Also, the 2007 test year amount is 

25 reasonable because it is based on the 2005 recorded billing amount, which 
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1 resulted from the use of a fime reporting syslem that has been used as the basis for 

2 determining esfimaies in prior rale proceedings, including the estimates used in 

3 MECO's last rate case. Docket No. 97-0346. 

4 Q. How does MECO account for services it receives from HECO? 

5 A. HECO services that can be "funcfionally categorized" are charged to the 

6 appropriate funcfion's costs. For instance, the cost of production-maintenance 

7 crews from HECO used by MECO during certain generating unit overhaul periods 

8 is considered a non-labor production-maintenance cost. Another example is costs 

9 associated with the HECO operating employees who assist MECO in conslrucfion 

10 activities, which costs are included as part of the cost of the capital projects 

1 1 constructed using HECO employees. HECO services that are administrative in 

12 nature or that cannot be "funcfionally categorized" are charged lo accouni no. 

13 923.03. 

14 Q. What types of services provided by HECO to MECO are recorded in account no. 

15 923.03? 

16 A. HECO provides MECO with various types of management and administrative 

17 services. These include managemeni services and computer services, and 

18 assistance in the areas of accounling and financial services, government 

19 regulation, purchasing, employee compensation & benefils, pricing, tariff 

20 interpretation, and regulatory services. 

21 Q. Do the estimated billings from HECO include any performance incenfive 

22 compensaiion amounts? 

23 A. No, the estimated billings from HECO contain no performance incentive 

24 compensation amounts. 
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1 Q. What data has ihe Company provided lo support the tolal esfimated billing amounl 

2 from HECO lo MECO of $ 1,402,800 for lest year 2007? 

3 A. MECO-911 includes a summary by ABM activity of the total HECO and HEI 

4 billing amounts. 

5 Q. How does the 2007 test year estimate for HECO charges under accouni no. 923.03 

6 - services from associated companies compare with amounts for prior years? 

7 A. A comparison is shown below, based on the amounts shown in MECO-911, 

8 excluding HEI charges, which were expensed under account no. 923.03: 

9 ($ Thousands) 
10 

11 

12 

13 

14 

15 

16 

17 

18 * A breakdown of these annual totals, before adjustments, by responsibility area 

19 code is provided in MECO-WP-lOl(C). 

20 Q. What are the reasons for the increase in HECO charges in account no. 923.03 

21 between recorded 2005 and lest year 2007? 

22 A. The 2007 test year estimate of $ 1,403,000 is $433,000 higher than the $970,000 

23 recorded for 2005. The primary reasons for the increase, by type of activity, are 

24 as follows: 

25 (1) Improve business processes - +$123,000, 

2001 Recorded 

2002 Recorded 

2003 Recorded 

2004 Recorded 

2005 Recorded 

2006 Budget 

2007 Test Year 

Per MECO-902* 

$1,461 

1,472 

1,752 

1,406 

1,565 

1,906 

1,875 

Less HEI 

364 

366 

519 

567 

595 

562 

472 

Adi. Total 

$1,097 

1,106 

1,233 

839 

970 

1,344 

1,403 
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1 (2) Manage cash-+81,000, 

2 (3) Process invoices & olher payments - +$67,000, 

3 (4) Maintain General Ledger -+$62,000, 

4 (5) Coordinate, conduct & assist with audit - interna! - + $50,000 

5 Improve Business Processes + $123,000 

6 Q. What is the reason for the increase with respect to the improve business process 

7 activity? 

8 A. The $123,000 increase for the improve business process activity reflects an 

9 estimated $135,000 to migrate the Ellip.se syslem from a mainframe platform to a 

10 UNIX platform. With plans to operate the Customer Information System (CIS) 

11 and proposed Human Resources (HR) Suite systems on non-mainframe platforms, 

12 the UNIX migration is necessary for Ellipse because the cost lo operate the 

13 mainframe for only the Ellipse application would be prohibitive. 

14 Manage Cash+ $81.000 

15 Q. What is the reason for the increase with respect lo the manage cash activity? 

16 A. The $81,000 increase for the manage cash activity is due primarily to: (a) $48,000 

17 of credits recorded in 2005 for bank fees compared lo none in the 2001 Operating 

18 Budget; (b) a $15,000 increase for commercial paper rafing fees due to higher 

19 projected short lerm borrowing levels; and (c) a $13,000 increase for line of credit 

20 fees due to higher projecled short lerm borrowing levels. 

21 Process Invoices & Other Payments + $67.000 

22 Q. What is the reason for the increase with respect to the process invoices and other 

23 payments activity? 

24 A. The $67,000 increase for the process invoices and other paymenls activity is due 

25 primarily to: (a) a $35,000 increa.se in HECO Accounts Payable charges for 

http://Ellip.se
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1 processing invoices and generafing accounts payable checks; and (b) a $29,000 

2 increase in HECO Purchasing charges for clerical support lo reconcile invoice 

3 discrepancies. 

4 Maintain General Ledger + $62.0(X) 

5 Q. Whal is the reason for the increase with respect lo the maintain general ledger 

6 acfivity? 

7 A. The $62,000 increase for the maintain general ledger acfivity is due primarily to 

8 increased costs for Ellipse processing charges from HECO's Information 

9 Technology & Services department. 

10 Coordinate. Conduct & Assist with Audil - Internal + $50.000 

11 Whal is the reason for the increase with respect to the coordinate, conduct and assist 

12 with audit- internal activity? 

13 A. The $50,000 increase for the coordinate, conduct and assist with audil - internal 

14 acfivity is due primarily to unusually low expenses recorded for 2005. During 

15 2005, HECO's Internal Audit staff was assigned lo non-MECO internal audit work 

16 such as SOX 404 compliance work and conducting internal audits for one of the 

17 other utilifies. 

18 Insurance 

19 Q. Moving on to the insurance group of accounts, whal are the accounts and test year 

20 2007 amounts for insurance? 

21 A. As shown in MECO-901, page 18, the tolal test year 2007 estimate for insurance 

22 of $2,061,500 is comprised of the following: 

23 Acct. No. Description Test Year 2007 Estimate 

24 924 Property Insurance $ 750,300 

25 925 Injuries and Damages 1.311.200 
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1 Total $2.061.500 

2 Q. How do the test year estimates compare to recorded 2005 costs? 

3 A. The 2007 test year esfimate is $56,400 lower than the $2,117,900 recorded for 

4 2005. The 2007 lest year estimate includes higher costs for insurance premiums 

5 ($219,800 increase), workers compensation claims costs ($379,200 increase) and 

6 other increases which are described in more detail below. These projected 

7 increases are offset by a $750,000 reserve accrual for the damage lo generafing 

8 unit Maalaea 13 included in the 2005 recorded costs for which there is no 

9 comparable reserve accrual in the 2007 lest year estimate. 

10 Q. Why are account nos. 924, 925.01 and 925.02 grouped together in your testimony, 

11 and what are the differences among these accounts? 

12 A. The insurance group of accounts represents expenses that are necessary to prevent 

13 or control the financial impact of accidental losses on the Company. Account no. 

14 924, "Properly Insurance", includes the cost of insurance for ufilily property 

15 owned by the Company and claims payments or reserves for damages to this 

16 property nol covered by insurance. Account no. 925, "Injuries & Damages" has 

17 two components: 

18 I) Employees (account no. 925.01) - this account includes the cost of insurance 

19 to protect the utility against injuries to employees as well as claims 

20 paymenls or reserves for costs not covered by insurance. This component 

21 also includes the cost of safely and accident prevenfion programs. 

22 2) Public (account no. 925.02) - this accouni includes the cost of insurance and 

23 claims paymenls or reserves lo protect the company against injuries to, and 

24 damage claims of, members of the public. 

25 Q. What is the general nature of the expenses included in these accounts? 
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1 A. As indicated below, the expenses represent labor and non-labor costs. Non-labor 

2 costs, which accouni for most of the expen.ses (approximately 88% of the test year 

3 2007 expen.ses), include insurance premiums, absorbed losses, safety programs 

4 designed lo control los.ses, and other costs. 

5 Total for Account Nos. 924 & 925: Test Year 2007 Estimate 

6 Labor $ 253,400 

7 Non-Labor 1.808.100 

8 Total Accounts 924 and 925 $2.061.500 

9 Non-Labor Expen.ses for Accouni Nos. 924 and 925: 

10 Premiums $1,234,200 

11 Absorbed losses and other non-labor 573.900 

12 Total Non-Labor $1.808.100 

13 Q. Whal are the premium-related expenses that are included in account nos. 924.00, 

14 925.01 and 925.02? 

15 A. Premium-related expenses are esfimated al $1,234,200 (approximately 

16 60% of the total estimated test year expen.ses for the insurance group of accounts). 

17 These expenses include insurance premiums, premium taxes, and insurance broker 

18 fees. The total premium-related expenses by accouni, for 2001 through 2007, are 

19 .shown in MECO-913, page 2. 

20 Q. What are the absorbed losses and olher non-labor costs that are included in 

21 accouni nos. 924.00, 925.01, and 925.02? 

22 A. The totals of these non-labor costs, by account no., for 2001 through 2007, are 

23 shown in MECO-913, page 3. Absorbed losses and other non-labor costs 

24 (primarily safety program costs) are costs borne by the Company (i.e. costs not 

25 reimbursed by insurance). These non-labor costs are estimated at $573,900 for test 
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1 year 2007 (approximately 28% of the total costs for the insurance group of 

2 accounts). Absorbed losses result from many types of events, including work-

3 relaled injuries to Company employees, injuries and damages to the public, and 

4 property losses that are subject to insurance deductibles or are .self-insured. 

5 (Deductibles are MECO's portion of insured losses and self-insured amounts are 

6 MECO's portion of losses payable before any excess level of insurance applies.) 

7 Q. What are the safety program expenses included in account no. 925.01? 

8 A. These costs include all tasks associated with employee safely, fire safety and 

9 public safely. The costs of safety materials such as personal protective equipment 

10 and outside services such as laboratory analysis are also included. Non-labor 

11 safely program costs are estimated al $114,300 for lest year 2007, as shown in 

12 MECO-913, page 3. 

13 Q. Whal are the Labor expenses included in account nos. 924 and 925? 

14 A. These are costs to administer the safely program and insurance program, and for 

15 internal coordination of claims processing. These expenses total $253,4(X) for test 

16 year 2007 (approximately 12% of the total estimated costs for the insurance group 

17 of accounts) as shown in MECO-913, page 4. 

18 Company Policy With Respect lo Insurance Coverage 

19 Q. What is the Company's policy with respect to purchasing insurance coverage? 

20 A. The Company's policy is lo minimize the combined cost of insurance and 

21 absorbed losses. The Company purchases insurance as protecfion against 

22 catastrophic losses when il is economically feasible lo do so. MECO does not 

23 insure against the smaller, on-going and relafively predictable losses that are an 

24 inevitable consequence of doing business in the electric utility industry. The.se 

25 less significant losses are paid direcfiy by the Company in the form of an insurance 

http://The.se
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1 policy deductible or a formal self-insured program. Il is MECO's policy lo do 

2 everything economically feasible lo contain the on-going types of losses and to 

3 control conditions which might cau.se catastrophic losses. 

4 MECO Covered In HEI Policies 

5 Q. Is MECO covered in policies purcha.sed by Hawaiian Electric Industries, Inc. 

6 ("HEI")? 

7 A. Yes. MECO's coverage is part of a consolidated HEI program. 

8 Q. How does MECO gel charged for its share of the HEI premium-relaled expenses? 

9 A. For the most part, the insurance companies provide breakdowns of the tolal 

10 premium by company. MECO's share is the portion of the tolal premium that the 

11 insurer attributes lo the risks at MECO. From this information, il is a simple 

12 matter to charge MECO its appropriate share of the premium. When a premium is 

13 subject lo adjustment based on actual loss experience, the full premium adjustment 

14 for MECO los.ses is charged or credited to MECO. 

15 When insurance companies do nol provide a breakdown of the total 

16 premium, the Company's insurance broker provides the breakdown based on the 

17 underwriting statistics submitted to insurers. (A measurable statistic such as 

18 payroll, which reflects the Company's exposure to loss, is used as the basis for the 

19 broker's allocation.) 

20 Determining Insurance Requiremenis 

21 Q. How does the Company delermine insurance requiremenis for a given category of 

22 insurance? 

23 A. First, the Company idenfifies how il could experience a catastrophic loss. The 

24 types of losses which could occur are researched and an assessment is made with 

25 respect lo the probability of each type of loss. In particular, MECO's loss history 

http://cau.se
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1 (losses which have already occurred) is examined lo assess the probable level of 

2 future losses for the given category of insurance. Our insurance broker assists in 

3 reviewing losses and providing its evaluation as part of our review process. 

4 In some cases, after evaluating the financial impact of the exposure lo loss, 

5 the Company decides that the potential is small enough that insurance is nol 

6 required. However, even when losses are nol financed with insurance, the 

7 exposure area is sfill subjected lo loss control (e.g. .safety precautions) lo reduce or 

8 eliminate losses. 

9 Once probable levels of losses are estimated, the Company's broker, on 

10 MECO's behalf, requests bids for insurance having various levels of coverage. 

11 Alternatives are compared with respect to the total costs of projecled losses wiihin 

12 various deductible levels, plus as,socialed premiums. The Company then selects 

13 the insurance proposal that gives the best overall protection in light of the cost of 

14 probable losses and premium. MECO's broker and ils industry experts give the 

15 Company very valuable advice in this process and MECO relies heavily on their 

16 expertise. 

17 Q. How was Ihe test year 2007 estimate for insurance premiums deiermined? 

18 A. The Company expects that it will need all of the same types of coverage in 2007 

19 that il had in 2006. The cost of this insurance typically changes annually. 

20 Projected insurance premium expenses (shown in MECO-913, page 2) for 

2i the 2007 Operafing Budget were estimated in April 2006, based on the known cost 

22 of the annual policies purchased in 2005 and eariy 2006. The lest year 2007 

23 estimate has been further adjusted based on renewal experience through September 

24 2006. Policy period purchases were adjusted lo a 2007 calendar year basis. 
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1 Where applicable, the current costs were adjusted for three factors: 1) fulure 

2 insurance market pricing, 2) any insurance coverage changes, and 3) any risk 

3 exposure changes (changes in the number of things insured or in levels of risk). 

4 Account No. 924 - Property Insurance 

5 Q. What is the Company's normalized estimate of premium-related expenses and 

6 absorbed losses to be charged to account no. 924, Properly Insurance, for the 2007 

7 lest year? 

8 A. The Company's test year 2007 normalized esfimate for account no. 924.00 totals 

9 $750,300, as shown in MECO-913, page 1. The tables below break down the total 

10 expense into labor and non-labor costs, and the non-labor expense into premiums 

11 and absorbed losses. 

12 Test Year 2007 Esfimate 

13 Properly: 

14 Labor $ 0 

15 Non-Labor 750.300 

16 Total Account 924 $ 750.300 

17 

18 Breakdown of Non-labor Expense: 

19 Premiums $ 713,600 

20 Absorbed Losses 36.700 

21 Tota! Accouni 924 Non-Labor $ 750.300 

22 (See MECO-913, pages 2 and 3 for breakdown of non-labor expenses.) 

23 Q. How do the eslimates for test year 2007 compare with previous year amounts? 

24 A. These costs can change significanfiy from year to year. The changes in annual 

25 premium expen.se are cau.sed by several factors, including the market price for 
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1 insurance, loss history, inflation, and increases in the amount of property insured. 

2 MECO experienced a significant premium increase during the hardening property 

3 market al renewal on September 1, 2001 but when the September 11, 2001 

4 ("9/11") losses occurred in New York City eleven days later, the property market 

5 hardened further. The September 2002 renewal encountered significant increases 

6 again and in 2003 the market stabilized. As reflected in MECO-913, page 2, 

7 premiums increased by 73% in 2002 and 40% in 2003. Premiums then decreased 

8 by 8% in 2004 and 1% in 2005. With the stabilization in the market, a 1.7% 

9 increase was projected for September 1, 2006 renewals. Unfortunately, Hurricane 

10 Kalrina and olher losses affected the insurance market after the 9/1/05 renewal 

11 (especially for locafions with hurricane exposures like MECO has) and the market 

12 hardened considerably. 

13 With respect to absorbed properly/ boiler & machinery losses, the lotal costs 

14 fluctuated significanfiy from year to year. These ranged from a low of $13,000 in 

15 2003 to a high of $772,000 in 2005 (see MECO-913, page 3). These swings in 

16 costs are typical of property damage claims, which usually involve low-frequency, 

17 high-dollar los.ses. 

18 Q. Whal types of insurance costs are included in accouni no. 924? 

19 A. There are three main types of insurance coverage costs charged to accouni no. 

20 924: 

21 1) properly coverage for perils such as fire, wind, quake and flood, 

22 2) boiler & machinery coverage for mechanical breakdown and electrical 

23 arcing, and 

24 3) freight insurance. 
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1 The property/boiler & machinery coverages are on the same policy and 

2 cover scheduled locations such as each power plant and substation. The freight 

3 insurance is for properly in transit (such as a turbine shipped for repair) and is 

4 under a .separate policy. 

5 Q. Why does the Company purchase property insurance? 

6 A. The Company buys property insurance lo repair or replace physical assets which 

7 have been damaged by insurable events. MECO has various types of utility 

8 property that might be damaged or destroyed. Real property such as power plants, 

9 and personal property such as computer equipment, computer software, and 

10 mobile equipment are subject lo damage from various perils. 

11 MECO's property insurance coverage is quite broad and covers losses 

12 because of fire, vandalism, riot, sprinkler leakage, lightning, wind, hail, explosion, 

13 smoke, liquid damage, vehicle impact, aircraft impact, sonic boom, collapse. 

14 flood, and earthquake. 

15 Q. How is the property insurance premium priced? 

16 A. The Company provides lotal replacemeni values by scheduled location to the 

17 underwriters. Underwriters assess the risk exposure and determine the properly 

18 insurance costs. 

19 Q. How was the estimated property insurance premium for test year 2007 calculated? 

20 A. The lest year 2007 estimate is based on maintaining the same types of coverage in 

21 place al the fime the 2007 Operafing Budget was prepared with further adjusiment 

22 to the 2007 estimates after the September 2006 renewal information became 

23 available. Projected expenses (shown in MECO-913, page 2) for premiums were 

24 originally based on the known cost of the annual policy purchased in 2005, but 

25 were subsequendy adjusted for 2006 purchases. Policy period purchases were 
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1 adjusted to a 2007 calendar year basis. The test year 2007 esfimate of $523,000 is 

2 based on projecled insurance market conditions and similar replacement costs of 

3 property owned. 

4 Q. What is the deducfible for property insurance? 

5 A. The deducfible is $1 million per occurrence for catastrophic perils such as 

6 earthquake and flood (hurricane wind deducfible is two percent of locafion value 

7 with a minimum of $ I million per locafion). The deducfible is $750,000 for other 

8 perils such as fire al generating plant locations and $100,000 at non-generating 

9 locations. 

10 Q- What types of property are nol insured under this policy? 

11 A. Examples of uninsured property are transmission and distribution ("T&D") lines 

12 and business inlerrupfion exposures. With MECO's hurricane wind exposures, 

13 insurance underwriters do not offer T&D property coverage or if coverage is made 

14 available, reasonable pricing is nol offered. Similariy, because MECO is nol 

15 connected lo a grid as mainland utilities are, business iniermption coverage is not 

16 available to MECO based on the lack of replacement power to mitigate the 

17 interruption. 

18 Boiler and Machinery Insurance 

19 Q- Why does MECO buy boiler and machinery insurance? 

20 A. Boiler and machinery insurance pays for replacement or repairs relaled to steam 

21 explosions or machinery breakdowns. The boiler and machinery policy covers 

22 losses lo boilers, pressure vessels (fired and unfired), electrical equipment (such as 

23 generators, transformers, motors, and switch gear), and mechanical power 

24 equipment (such as turbines, pumps, compressors, and fans). The boiler and 

25 machinery coverage is insured with the same insurer as the properly coverage to 
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1 avoid potential gaps in coverage where il is difficult to tell whether a claim should 

2 be under the property coverage or under the boiler and machinery coverage. 

3 Q. How is the boiler and machinery insurance premium priced? 

4 A. The underwriters base their charges on their appraisal of the risk of loss for each 

5 type of equipment and the possible consequences of an insured accident. 

6 Q. How was the estimated boiler and machinery insurance premium for lest year 2(X)7 

7 calculated? 

8 A. The 2007 test year estimate is based on maintaining the same coverage in place at 

9 the most recent renewal in September 2006. The 2007 cost is expected to be 

10 $ 190,000 (see MECO-913, page 2). The lest year estimate is 21 % more than the 

11 $157,200 recorded for 2005. due primarily to the hardening of insurance markets 

12 following Hurricane Kalrina, which was described previously. 

13 Q. What is the deductible for boiler and machinery insurance? 

14 A. The deducfible is $750,000 per occurrence. 

15 Absorbed Property and Boiler/Machinery Losses 

16 Q. How was the cost for absorbed property and boiler and machinery los.ses 

17 estimated? 

18 A. Absorbed losses relaled lo the Company's insured property insurance program are 

19 difficult to esfimate. The frequency of this type of loss is relatively low, making 

20 such losses very difficult to predict. On the other hand, the value of the loss can 

21 be quite substanfial. 

22 Besides absorbed losses related to the Company's insured property 

23 insurance program, MECO regularly experiences damage by third parties to its 

24 uninsured transmission and dislribulion property (e.g. poles damaged/destroyed in 
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1 automobile accidents). A portion ofthe.se losses are unrecoverable and musl be 

2 absorbed. 

3 As shown in MECO-913, page 3, lotal absorbed losses in account no. 

4 924.(X) for property/boiler and machinery ranged from a high of $78,000 in 2001 

5 to a low of $13,000 in 2003. In developing the 2007 lest year estimate of $36,700. 

6 the Company used a 60-monlh average of damage claims receivable write-offs 

7 (net of recoveries) as a proxy for these types of losses. 

8 Freight Insurance 

9 Q. Why does the Company buy "freight" insurance? 

10 A. Freight, or cargo, insurance is purcha.sed to cover the cost of loss or damage to 

11 property being transported from one location to another. Because of the various 

12 modes of transportafion and the limited liability assumed by carriers, it is often 

13 less expensive and safer to buy our own freight insurance. This way, the freight 

14 insurance coverage is in place and will reimburse MECO for the costs of loss or 

15 damage to MECO's properly. 

16 Q. How are the premiums for freight insurance deiermined? 

17 A. The freight insurance premium is calculated by multiplying the declared value of 

18 the shipment fimes the applicable premium rale. 

19 There are actually two types of freight insurance: "ocean freight" and 

20 "inland freight". If freight is transported by land only (such as between a plant and 

21 a repair facility), the inland freight rale applies. The ocean cargo rate applies if 

22 freight is shipped via ocean and land or ocean and air. A lower ocean freight rale 

23 applies when oil cargo is shipped. 

24 Q. What is the 2007 test year esfimate for freight insurance premium? 

25 A. The projected cost for the test year 2007 is $600, as shown in MECO-913, page 2. 

http://ofthe.se
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1 Account 925.01 - Injuries and Damages - Employees 

2 Q. Whal is the Company's lest year 2007 estimate of labor and non-labor expenses 

3 charged lo accouni no. 925.01, Injuries and Damages - Employees, including the 

4 non-labor costs of premium, absorbed claims, the safely program and olher 

5 expenses? 

6 A. The test year 2007 estimate for accouni no. 925.01 is $761,900 (see MECO-913, 

7 page 1), as follows: 

8 Test Year 2007 Estimate 

9 Labor $200,300 

10 Non-Labor 561.600 

11 Tolal Accouni 925.01 $761.900 

12 Q. How do the eslimates for the 2007 test year compare with previous year amounts? 

13 A. These costs can fluctuate considerably each year. Costs increa.sed 39% in 2002, 

14 decreased 64% in 2003, decreased 35% in 2004, and increased 11 % in 2005 (see 

15 MECO-913, page 1). The $761,900 estimate for test year 2007 is $462,200 more 

16 than the $299,700 recorded for 2005. The increase is due primarily to a $261,400 

17 decrease in reserve accrual (i.e., a $261,400 credit recorded for 2005 vs. none for 

18 the 2007 test year estimate). 

19 Q. What are the Labor expenses included in account no. 925.01? 

20 A. These costs represent direct labor and relaled on-cosls for the Safely Program, 

21 insurance program and internal coordination of claims processing. The safety 

22 program accounts for $ 163,900 and workers compen.sation for $36,400 of the total 

23 $200,300 of labor costs. (See MECO-913, page 4.) 

24 Q. Whal are the amounts for the non-labor components of accouni no. 925.01? 

25 A. The amounts for the various components are as follows: 
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1 Non-Labor includes: 

2 Premium: 

3 Excess Workers' Compensafion Premium $ 67,(XX) 

4 Stale W/C Special Fund Assessments 15,200 

5 USL&HBond 1,300 

6 Absorbed Losses 363,800 

7 Safely Program 114,300 

8 Total Account No. 925.01 Non-labor (before G/L credit) $561.600 

9 (See MECO-913, pages 2 and 3.) 

10 Q. What are the premium expenses for accouni no. 925.01? 

11 A. The insurance premium expenses included account no. 925.01 are: 

12 Excess Workers' Compensaiion insurance premium, 

13 State Worker's Compensation fund assessments, and 

14 United States Longshore and Harbor Workers (USL&H) bond. 

15 The lest year 2007 premium expen.se estimate is conservafive because it does nol 

16 reflect any significant payroll increases, and no change is contemplated in the 

17 currenl program maintained by the Company. The test year 2007 premiums are 

18 estimated al $83,500 (see MECO-913, page 2). Similar lo the impact on property 

19 premiums, workers compensation premiums have increased significanfiy as a 

20 result of the 9/11 losses to insurance underwriters. 

21 Excess Workers' Compensaiion 

22 Q. Whal is meant by "excess" workers' compensafion insurance? 

23 A. In order to limit our financial exposure lo catastrophic losses, the Company 

24 purchases "excess" insurance above the first $1 million of workers' compensaiion 
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1 claims. In this case, the insurance industry lerm "excess" simply means "above". 

2 II does not mean "more than necessary". 

3 Q. How is the premium for excess workers' compensafion insurance derived? 

4 A. The Company's insurance carrier charges a fixed premium for this coverage, based 

5 on such factors as payroll, job classifications and accident prevention measures. 

6 Q. How was the estimated excess workers' compensafion premium for lest year 2007 

7 calculated? 

8 A. The esfimated premium for test year 2007 for excess workers' compensaiion was 

9 based on the known cost of similar coverage in 2005. Subsequendy, based on 

10 MECO's insurance broker's projections and the recent 2006 renewals, the 

11 Company estimates a premium rale increase of 12% for lest year 2007 compared 

12 to 2005 recorded expenses (included in the Operafing Budget are nel premiums, 

13 broker's fees, commissions, and olher expen.ses). The resulling test year 2007 

14 estimate for excess workers' compensaiion premium should be $49,900, which is 

15 $17,100 lower than the current test year estimate of $67,000. 

16 Q. Is there an error in the current test year estimate of premium expenses charged to 

17 account no. 925.01? 

18 A. Yes. The 2007 Operating Budget amount for excess workers' compensation 

19 insurance erroneously includes $17,1(X) with respect to an earlier estimate for the 

20 slate special fund (discussed below). This double counted amount will be 

21 corrected at MECO's next opportunity. 

22 State Workers' Compensafion Special Fund 

23 Q. Whal are the state workers' compensation special fund as.sessments? 

24 A. HEI and its subsidiaries, including MECO, have the State of Hawaii's approval to 

25 be self-insured up to $1 million for workers' compensafion. This means that 
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1 claims under $1 million are not insured. (The cost of these claims is charged to 

2 account no. 925.01, as discus.sed in the preceding secfion). MECO purchases 

3 workers' compensaiion insurance for loss occurrences over $1 million to provide 

4 protection for catastrophic losses (such as a bus load of workers injured in one 

5 accident). 

6 Under the Hawaii State workers' compensation program, a special 

7 compensaiion fund is established and maintained to pay for certain benefits nol 

8 provided through the employer's workers' compensafion benefits. This fund is 

9 maintained by an annual levy, the "special fund assessment," against insurers and 

10 self-insured employers. 

11 Q. How is the Stale workers' compensation special fund assessment derived? 

12 A. The State has a formula ba.sed on the "average annual compensafion" paid out for 

13 injuries and damages to employees over the two consecufive calendar years 

14 immediately preceding the year for which the charge is assessed. The formula 

15 relates to total compensation paid by all employers during this period as well as 

16 the compensation paid by all insurance carriers on behalf of employers. For each 

17 calendar year, the Direcior of Commerce and Consumer Affairs determines the 

18 amounl of the charge to be paid by MECO and nofifies the Company during the 

19 following year. Although the Stale approval for self-insuring is for all of the HEI 

20 enfities, as mentioned above, the special fund assessment is calculated for each 

21 company based on each company's loss experience. 

22 Q. Whal is the test year 2007 estimate for the stale workers' compensafion special 

23 fund premium? 

24 A. The estimated workers' compensafion special fund assessment for lest year 2007 is 

25 $ 15,200 as shown in MECO-913, page 2. 
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1 USL&H 

2 Q. What is the USL&H bond? 

3 A. HECO, on a consolidated basis, has the Federal Government's approval lo be self-

4 insured up to $1 million for USL&H exposures. USL&H is a federal act 

5 (sometimes referred to as the Longshore Harbor Worker's Compensaiion Acl -

6 LHWCA) designed to provide compensaiion lo an employee if an injury or death 

7 occurs upon navigable waters of the US - including any adjoining pier, wharf, dry 

8 dock, terminal, building way, marine railway or other adjoining area customarily 

9 used by an employer in loading, unloading, repairing, dismantling or building a 

10 vessel. MECO has incidental exposure for claims when employees are working 

11 around docking facilities. 

12 Q. How was the esfimated USL&H bond premium for test year 2007 calculated? 

13 A. The estimated USL&H bond premium for test year 2007 is $1,300, based on 

14 broker projections. 

15 Absorbed Losses 

16 Q. What are the "absorbed losses" for accouni no. 925.01? 

17 A. Under the authority of the State Labor Department, the Company operates a "self-

18 insured" workers compensaiion program, whereby MECO pays the costs related 

19 to injured workers for losses up to$l million per occurrence (for injuries) or $1 

20 million per person (for disease). MECO does this because it is more economical 

21 to self-insure such losses and avoid paying for insurance company profit and 

22 overhead. 

23 Under MECO's self-insured program, the Company is responsible for 

24 paying monetary awards for degrees of disability, as well as wage benefils. In 

25 addition, medical costs are a substanfial portion of workers' compensation claims. 
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1 and the Company somefimes incurs legal expenses relaled to settling claims. 

2 Absorbed workers' compensation amounts for 2001-2{X)7 are shown in MECO-

3 913, page 3. The test year 2007 esfimate is $363,800. 

4 Q. How does the Company record workers' compensation losses? 

5 A. The company accrues the costs of workers' compensaiion awards and relaled 

6 expenses (e.g. medical costs and legal fees) al the time an accident/incident is 

7 reported. The best estimate of the ultimate amounl of the loss is recorded in 

8 (matched to) the period in which the accidenl/incident is reported, rather than the 

9 year of settlement or payment. Claims settlements can occur in years subsequent 

10 to the one in which the accident occurs, and the paymeni of related costs oflen 

1 1 confinues in subsequent years as well. 

12 Q. Whal specific actions are required to accomplish the cost accrual? 

13 A. The Company has established a reserve liability for workers' compensation 

14 claims, representing the ulfimale estimated awards and relaled costs to be paid 

15 (absorbed) by the Company in the fulure for all known accidents. The reserve 

16 liability balance is evaluated and adjusted for significant changes al the end of 

17 each month and updated for all claims al the end of each quarter. Any required 

18 increase in the reserve balance adds to the workers' compensation recorded 

19 expenses, and any required decrease in the reserve balance reduces workers' 

20 compensation recorded expenses except to the degree they are offset by actual 

21 payments made As actual payments are made, reserve amounts are reduced in 

22 like amounts and previously recorded expenses remain unchanged. 

23 Q. How does the lest year 2007 estimate for workers' compensafion claims compare 

24 with prior year amounts? 
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1 A. A comparison of the non-labor costs for workers' compensafion claims from 2001 

2 through test year 2007 is shown in MECO-913, page 3. 

3 The 2007 lest year estimate of $363,800 compares to a low of-$60,000 in 2004 

4 and a high of $866,6(X) in 2002. Hislorically, the costs of workers' compensafion 

5 claims have fluctuated widely from year to year. 

6 Q. Is esfimafing the costs of workers' compensafion claims relatively 

7 straightforward? 

8 A. No. Predicting workers' compensation claims is somewhat difficult since in any 

9 given year one severe claim can distort the annual expense. In other years, il may 

10 lake many small claims to produce the same effecl as one severe claim. 

11 Q. How was the workers' compensaiion cost esfimate for test year 2007 derived? 

12 A. The cost estimate for workers' compensation claims was based on an analysis of 

13 historical experience. 

14 Safely Program 

15 Q. Whal are the safely program expenses in account no. 925.01? 

16 A. Between 2001 and 2005, recorded safety program costs (including costs with 

17 respect to the prevenfion of injuries and damages lo both employees and the 

18 public) have fluctuated from a high of $104,000 in 2005 to a low of $73,000 in 

19 2003. The 2007 lest year esfimate for safely program costs is $114,300 (non-labor 

20 only) - see MECO-913, page 3. 

21 Q. What do safely program costs include? 

22 A. The primary cost elements are materials, transportafion and outside services. 

23 Activities of the Safety Division include all elements of a program which promote 

24 a safe work environment and safe work practices as mandated by the OSHA, 

25 HiOSH, Stale Public Utilities Commission, Maui Fire Dept., DOT and State 
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1 Department of Health. Safety related acfivilies help lo control both the frequency 

2 and size of workers' compensation and general liability claims as well as aid 

3 electrical system reliability. Examples of Safety Division acfivilies include 

4 conducfing safety surveys, providing safety equipment, and servicing safety 

5 equipment. In addition to the Safety Division, the Company's operating 

6 departments incur safety-re la led costs, primarily for the purchase of safely 

7 materials such as hearing protection, fire resisfive clothing, electrical insulated 

8 high and low voltage rubber protective gloves, sleeves, hot slicks and line 

9 protective covers. Safety-related costs incurred by the operating departments also 

10 include the HiOSH required di-electric (insulated) testing of the rubber protecfive 

11 equipment, hot sficks, etc. 

12 Further, MECO's Safely Division provides electrical safely education and 

13 related inspecfions for outside "Emergency Responders" and customers such as 

14 contracfing firms, .schools and Federal agencies. 

15 Q. How are the costs for the safely program calculated? 

16 A. The Safely program costs are incurred primarily by the Company's Safely 

17 Division. These costs are estimated based on historical costs, adjusted as 

18 necessary lo meet changing requirements such as new regulations and lo safisfy 

19 business and social needs to ensure that deaths and serious disabling injuries are 

20 not incurred by MECO employees and customers. 

21 Account 925.02 - Injuries and Damages - Public 

22 Q. What components are included in the Company's test year 2007 eslimates with 

23 respect to account no. 925.02, Injuries and Damages - Public? 
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1 A. The Company's esfimate of account no. 925.02 expenses, which total $549,300 

2 (see MECO-913, page 1), includes $53,100 of labor and $496,200 of non-labor 

3 expenses. Non-labor expenses include premiums and absorbed losses, as follows: 

4 Te.st Year 2007 E.sfimaie 

5 Premiums $ 437,100 

6 Absorbed losses 59.100 

7 Accouni No. 925.02 Non-labor (before G/L credits) $ 496.200 

8 (See MECO-913, pages 2 and 3.) 

9 Q. Whal causes the annual changes in these costs? 

10 A. Changes in the cost of general liability insurance have a significant impact on the 

11 costs for account no. 925.02 (see MECO-913, pages 1 and 2). Changes in the 

12 annual cost of general liability insurance are caused primarily by insurance market 

13 condifions/prices. Absorbed losses can also have a significant impact since 

14 MECO retains the first $1 million of insured general liability los.ses. Changes in 

15 the limits and the deduclibles/retenfions selected by the Company can aLso cau.se 

16 cost variations. 

17 Q. Why does the Company buy liability insurance? 

18 A. The Company buys liability insurance because of the difficulty in predicting the 

19 size and frequency of the relaled types of losses. Exposure lo liability loss is the 

20 most difficult of risks to assess. The amounts of losses depend on the 

21 circumstances of an event, the nature and severity of the injury or damage, the 

22 degree of any negligence, the applicable laws, the decisions of judges or juries, 

23 and even general societal trends. 

24 Liability losses can arise from many things, such as the ownership and use 

25 of property, conduct and activities of employees, conduct and acfions of 

http://cau.se
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1 subcontractors, lease of aircraft, contractual assumpfion of liability and the 

2 ownership of vehicles. 

3 Liability claims are not commonly self-insured due to the difficulty in 

4 predicfing such claims. A review of the past several years of loss history guides 

5 both MECO and insurance company underwriters in identifying smaller, more 

6 frequent losses. This "predictable" level is an appropriate amount for a deducfible 

7 and the Company adapts the deductible to the particular type of 

8 exposure/insurance. However, insurance is necessary to transfer the risk of 

9 unpredictable, catastrophic losses. 

10 Q. How are liability premiums determined? 

1 1 A. Underwriters base general liability rates for electric utilifies on various factors 

12 such as KWH sales by type, revenue, employee count, geographical locafion and 

13 claims history. Execufive risk is rated by underwriters based on corporate 

14 governance, losses, business acfivifies, financial performance and management 

15 skills. 

16 Q. How were the esfimated liability premiums for test year 2007 calculated? 

17 A. The estimates for lest year 2007 were developed as follows: 

18 1) General Liability - The 2007 premium is based on the actual cost for the 

19 June 1, 2006-2007 policy period, when two layers of coverage were 

20 purchased to achieve adequate limits. These costs were adjusted for future 

21 periods based on broker-provided projections. The 2007 test year estimate 

22 reflects a combinafion of two policy periods: June 1, 2006-2007 and 

23 June 1, 2007-2008. When preparing the test year 2007 Operating Budget 

24 after the June 2006 renewals, premiums were projecled lo be $334,000. See 

25 MECO-913, page 2. 
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1 2) Execufive Risk -This cost consists of premiums for .several exposures 

2 including directors and officers ("D&O") liability and fiduciary. The D&O 

3 premium is the largest of these items al $5! ,800 for test year 2007, and 

4 fiduciary is at $32,700 (see MECO-913, page 2). The 2007 test year 

5 estimate is based on the actual expense incurred for each exposure area at 

6 the February I, 2006 policy purchase, escalated for future purchases in 

7 February 2007. 

8 3) Other Liability Insurance - The lest year 2001 esfimaie for the costs of olher 

9 liability premiums (crime insurance and miscellaneous bonds) is estimated 

10 to total $ 18,600 for lest year 2001. These costs are based on the insurance 

11 broker's projections for market pricing. 

12 Absorbed General Liability Losses 

13 Q. How was the 2007 test year estimate for absorbed general liability los.ses 

14 calculated? 

15 A. The Company's 2007 test year estimate was based on the $43,700 historical 

16 average (before applicafion of on costs) for the four-year period 2002 through 

17 2005, rounded to $50,000. The 2001 recorded amounts, at $181,400 for customer 

18 claims and $25,600 for other claims as shown in MECO-913, page 3 of 4, were 

19 significanfiy higher compared to the recorded amounts for 2002 through 2005 and 

20 were nol included in the average calculation for the lest year. 

21 Labor 

22 Q. Whal is the projected cost for labor related to account no. 925.02? 

23 A. Labor is projecled at $53,100 for lest year 2007 which is $15,8(X) more than the 

24 2005 recorded amounl of $37,300 (see MECO-913, page 1) due to projected labor 
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1 hour increases for the Safety Division for accident invesfigation and for the T&D 

2 Operafions Division for processing damage claims. 

3 Total Account 925 

4 Q. In summary, whal is the lotal Labor and Non-Labor cost for accouni no. 925 -

5 Injuries & Damages? 

6 A. Total estimated lest year 2001 costs for account no. 925, which include labor and 

7 non-labor costs for both accouni no. 925.01 - Injuries & Damages - Employees, 

8 and account no. 925.02 - Injuries & Damages - Public, are as follows: 

9 Account 925.01 Test Year 2007 Estimate 

10 Labor $ 200,300 

11 Non-Labor 561,600 

12 Accouni 925.02 

13 Labor $ 53,100 

14 Non-Labor 496.200 

15 

16 Grand Tolal Account 925 $1.311.200 

17 

18 Employee Benefits 

19 Accouni Nos. 926.000 - 926.010 - Employee Benefits and Flex Credits 

20 Q. Whal is the Company's test year 2007 esfimaie for account nos. 926.000, 

21 Employee Pensions and Benefils, and 926.010, Employee Benefils - Flex Credits? 

22 A. The lest year esfimaies for accouni nos. 926.000 and 926.010 total $7,920,400, as 

23 shown on MECO-901, page 19. 

24 Q. Who is responsible for addressing the test year estimates for accouni nos. 926.000 

25 and 926.010? 

26 A. The test year eslimates are addressed by Ms. Julie Price in MECO T-10. 
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1 Q. Do employee benefit expenses include post-employment benefit costs? 

2 A. Yes. 

3 Q. What are post-employment benefils? 

4 A. Post-employment benefits are benefits to former or inactive employees (including 

5 beneficiaries and covered dependents) after employment but before retirement. 

6 Inactive employees are those who are nol currenfiy rendering service to the 

7 employer and who have nol been terminated. Examples of post-employment 

8 benefits include salary continuation, .severance benefits, job training, counseling, 

9 and the continuation of health care benefils and life insurance coverage. 

10 Q. Whal are the most significant post-employment benefits costs incurred by MECO? 

11 A. The most significant post-employment benefit costs incurred by the Company are 

12 disability and medical coverage paymenls to employees on long-term disability 

13 ("LTD"). The liability for this LTD benefit, as of December 31, 2006, was 

14 $657,800. 

15 Q. What does Statement of Financial Accounting Standards ("SFAS") No. 112-

16 Employers' Accounling for Post-employment Benefits say about accounfing for 

17 post-employment benefit costs? 

18 A. SFAS No. 112 requires the Company to recognize an expense and a liability 

19 (accrual method) for the full amount of post-employment benefits to be paid to 

20 qualifying employees if: 1) the liability is attributable to the employees' services 

21 already rendered, 2) the employees' righis to those benefits accumulate or vest, 3) 

22 paymeni of the benefils is probable, and 4) the amount of the benefils can be 

23 reasonably estimated. 

24 Q. Does the Company's test year 2007 esfimaie for Employee Benefits Expense 

25 include post-employment benefit expenses on an accrual basis? 
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1 A. No, po.st-employment benefit expenses are included in the Company's test year 

2 2007 estimate based on when the benefits are paid (pay-as-you-go method) versus 

3 when the liability for the benefit is incurred. The Commission has approved posl-

4 employment benefit expenses based on the pay-as-you-go method of accounfing 

5 for such benefits in its decision and orders in prior rate cases. 

6 Q. Is the Company requesting that the cosls under SFAS No. 112 (accrual method) be 

7 included in its test year 2007 Employee Benefits Expense? 

8 A. No. 

9 Q. If SFAS No. 112 cosls (accrual method) are not included in revenue requirements 

10 in this rale case, whal will be the impact on the Company's financial statements? 

11 A. The Company's liability for post-employment benefils under SFAS No. 112 is 

12 being recorded, even if the costs are not included in the current rate case The 

13 cosls to establish the liability are accrued and classified as a regulatory asset unfil 

14 the benefils are paid, after which lime the amounts paid are reclassified from 

15 regulatory asset lo expense. 

16 Q. Has this changed from the 1999 test year rale case? 

17 A. No, the Company has been consislenfiy accounling for post-employment benefit 

18 costs as described above. 

19 Q. Is the Company's accounfing treatment for post-employment benefits in 

20 compliance with accounling principles generally accepted in the United States of 

21 America? 

22 A. Yes. The Company's accounfing treatment is in accordance with SFAS No. 71, 

23 Accounfing for the Effects of Certain Types of Regulafion, if it is probable that 

24 future rales will provide recovery of the liability for post-employment benefits, i.e. 
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1 if the Commission's decision and order in this case affirms the continued use of 

2 the pay-as-you-go method of accounting for post-employment benefit costs. 

3 Account No. 926.020 - Employee Benefits Transferred - Credit 

4 Q. Whal is the Company's 2007 test year estimate for accouni no. 926.020 -

5 employee benefits iransferted - credit? 

6 A. The Company's 2007 test year esfimate for account no. 926.020 - employee 

7 benefits transfenred - credit, after a $113,900 adjustment, is $2,123,500 for tolal 

8 MECO, which is comprised of credits of $ 1,977,800 for Maui, $57,000 for Lanai, 

9 and $88,700 forMolokai, as shown in MECO-901, pages 19,4,9, and 14, 

10 respecfively. 

11 Q. Whal is the reason for the adjustment? 

12 A. The adjustment to decrease the credit by $113,900 is a result of adjuslmenls made 

13 to the gross employee benefits expenses included in the 2007 Operating Budget 

14 for purposes of determining the lest year 2007 esfimaie, as described by Ms. Julie 

15 K.Price in MECO T-10. 

16 Q. What does the 2007 test year estimate represent? 

17 A. The esfimated transfer amounl represents that porfion of lotal employee benefits 

18 expenses, which are initially recorded in account no. 926.000, which is transferred 

19 as an on-cost rate (formerly overhead rate) to the cosls of construction and to 

20 outside third parfies for services rendered (i.e. - billables). 

21 Q. How does the Company account for employee benefils cosls relaled lo operafion 

22 and maintenance (O&M) expense relaled work? 

23 A. As discussed earlier with respect to account no. 922-administrative expenses 

24 transferred credit, under the NARUC USOA, the O&M expense relaled porfion of 

25 employee benefils cosls musl be classified as A&G expense. As a result, the 
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1 O&M expense related portion of employee benefits on-costs applied to various 

2 O&M expense accounts by ELLIPSE (the Company's core business software 

3 system) is "reversed" and added back to adminislrafive and general expenses. 

4 Q. How is the lest year 2007 transfer (credit) estimate determined? 

5 A. The calculation of the 2007 test year credit estimate of $2,123,500 is shown in 

6 MECO-914. 

7 Q. How does the 2007 lest year esfimate compare with previous year amounts? 

8 A. As shown in MECO-902, the test year 2007 normalized estimate for accouni no. 

9 926.020 of $2,123,500 compares with prior year amounts as follows: 

10 Amount (Cr.) 
11 ($Thousands) 

12 2001 Recorded $ (68) 

13 2002 Recorded (426) 

14 2003 Recorded (1,526) 

15 2004 Recorded (1,483) 

16 2005 Recorded (1,626) 

17 2006 Budget (2,065) 

18 2007 Test Year (2,124) 

19 Q. What are the significant factors causing the employee benefits transferred amounl 

20 to fluctuate from year to year? 

21 A. The year to year differences are impacted principally by the individual factors 

22 comprising the calculation of the transfer credit amount. The most significant 

23 factor is the amounl of costs charged to accouni no. 926.000. In addifion, there 

24 have been large swings in recorded benefit costs over the past several years due to 

25 significant volatility in the stock market and, therefore, the trust fund's retum on 
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1 assets. Another factor impacting the transfer credit amount is the transfer rate, or 

2 the amounl of capital and/or billable work relative to tolal work (including O&M, 

3 capital and billable work). The transfer rate for 2007 is 27.0% compared lo 

4 historical transfer rates over the last five years of 41.1%, 28.9%, 29.2%. 32.8%, 

5 and 30.3%, for 2001, 2002, 2003, 2004, and 2005, respecfively. 

6 Q. What causes the increase in the employee benefits transferred credit for test year 

7 2007, compared to the 2005 recorded credit? 

8 A. The most significant factor impacting the transfer credit for test year 2007 is the 

9 amounl of costs charged to account no. 926.000 - employee pensions and 

10 benefits. The 2007 test year estimate of $7,865,400 is $2,505,200, or 47%, more 

11 than the 2005 recorded costs of $5,360,200. Ms. Julie Price discusses the changes 

12 in account no. 926.000 cosls in MECO T-10. Consistent with the increase in 

13 employee benefit costs, the test year 2007 transfer credit estimate of $2,123,500 

14 is $497,300, or 31 %, more than the 2005 recorded credit of $ 1,626,200. 

15 Miscellaneous A&G Expenses 

16 Q. What are the accounts and test year 2001 amounts for the Miscellaneous group of 

17 accounts? 

18 A, As shown in MECO-901, pages 20, 5, 10 and 15, respectively, and below, the 

19 2007 test year estimate for the Miscellaneous group of accounts is $1,836,700 for 

20 lotal MECO, comprised of $ 1,241,900 for Maui, $ 189,300 for Lanai, and 

21 $405,500 for Molokai. 

22 Test year 2007 
23 Account Estimate 
24 Nos. Description ($ Thousands) 

25 Maui Division: 

26 928.00 Regulatory Commission Exp. $342 



MECO T-9 
DOCKET NO. 2006-0387 
PAGE 61 OF 115 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

930.10 Insfilufional or Goodwill 
Advertising 

930.21 Community Service Activities 

930.22 Company Memberships 

930.24 Research & Development 

930.25 Preferred Slock & LT Debt 

930.28 Directors' Fees/Expenses 

931.00 Rents 

932.00 Maintenance of General Plant 

Sub-total Maui Division 

Lanai Division: 

930.2L Miscellaneous General 

932L Maintenance of General Plant 

Sub-total Lanai Divsion 

Molokai Division: 

930.2M Miscellaneous General 

932M Maintenance of General Plant 

Sub-total Molokai Division 

Total MECO 

3 

56 

101 

498 

96 

26 

6 

114 

86 

3 

$365 

41 

$1,242 

$189 

$406 

$1.837 

Q. What is the nature of the cosls charged lo the miscellaneous group of accounts? 

A. The miscellaneous group of accounts includes a variety of unrelated costs which 

are necessary for Company operations, but which are nol provided for in olher 

functional areas. 
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1 Account No. 928.(X) - Regulatory Commission Expenses 

2 Q. What is the Company's 2007 lest year estimate for accouni no. 928.00 - regulatory 

3 commission expenses? 

4 A. The 2007 lest year estimate for account no. 928.00 - regulatory commission 

5 expenses, as shown in MECO-901, pages 20 and 5, is a normalization adjustment 

6 amount of $341,8(X). The test year esfimaie represents one-third of the estimated 

7 third- party and HECO non-labor costs that will be incurted for this instant Docket 

8 No. 2006-0387. 

9 Q. How was the test year estimate of $341,800 determined? 

10 A. The $341,800 test year estimate was based on a total of $ 1,025,500 of estimated 

11 costs for this rate case proceeding, amortized over a three year period. The 

12 $ 1,025,500 total cost estimate was based on cost estimates or inputs provided by 

13 consultants retained by MECO for this docket. The test year esfimate by each 

14 type of cost is shown in MECO-915. 

15 Q. Why does Ihe Company propose to use a three-year amortization period? 

16 A. A three-year amortizafion period was selected since it is the expected time period 

17 that the rales in this case will be in effect. In addition, as noted in Decision and 

18 Order No. 13429 (August 5, 1994), in Docket No. 7000, the Commission noted 

19 that, "in electric utility rate cases, we have assumed, based on the utilities' past 

20 experience, that there would be three-year intervals between rale cases. The 

21 period over which MECO was permitted to amortize its rale case expense in its 

22 last rale case was grounded on that assumpfion." Furthermore, the Commission 

23 allowed three-year amortization periods in several of the more recent MECO, 

24 HECO and HELCO rate cases, including Docket No. 97-0346, MECO's last rate 

25 case. 
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1 Q. What types of cosls are included as rale case expenses in determining the 

2 $341,800 esfimaie for account no. 928.00? 

3 A. As shown in MECO-915, the test year estimate for account no. 928.00 includes 

4 the non-labor cosls for outside attorney fees, outside expert witness fees, and other 

5 outside expenses (such as stenographer fees, witness training costs, supplies and 

6 travel costs). 

7 Q. Are there any unamortized external cosls related to prior rate cases included in the 

8 $341,800 esfimaie? 

9 A. No. External cosls relaled lo prior rate cases are not included. 

10 Q. Does the $341,800 amortization estimate include rate case related expenses from 

11 MECO's parent company, HECO, or HECO's parent Company, HEI? 

12 A. No, there are no costs as.sociated with HECO or HEI included in the lest year 

13 estimate, olher than non-labor costs incurred by HECO on MECO's behalf, such 

14 as for stenographer fees, witness training costs, supplies and travel costs. 

15 Consistent with the Commission's ruling in Decision and Order No. 13429 

16 (August 5, 1994) in Docket No. 7000, MECO has excluded the labor cosls 

17 associated with HECO's and HEI's assistance with MECO's 2007 rate case, 

18 including HECO's Regulatory Affairs Division's costs for planning and general 

19 coordination and all HECO and HEI witness participation. While such costs 

20 should be includable in MECO's test year esfimaie as they represent the lowest 

21 cost of service available for planning and coordinafing MECO's rate case and 

22 obtaining specialized witness services, MECO has excluded such costs from its 

23 test year estimate in order to reduce the number of issues in this proceeding. 

24 MECO does not waive its righl, however, lo seek recovery of these costs in future 

25 rale cases. 
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1 Q. Are internal rale case relaled costs included in the $341,800 esfimate? 

2 A. No. MECO's internal costs are not included in the $341,800 estimate for account 

3 no. 928.00. As directed by the Commission in D&O No. 10993 (March 6, 1991), 

4 in Docket No. 6432, employees involved with rate case work charge their labor 

5 and related non-labor costs lo the various funcfional accounts they normally 

6 charge. 

7 Accouni No. 930.10- Institutional or Goodwill Advertising 

8 Q. What is the Company's 2007 test year estimate for account no. 930.10-

9 institutional or goodwill advertising? 

10 A. The Company's 2001 test year esfimaie for account no. 930.10 - institutional or 

11 goodwill advertising is $2,700, as shown in MECO-901, pages 20 and 5. 

12 Q. What types of costs are included in the 2007 lest year estimate? 

13 A. The 2007 lest year estimate includes the cost for Christmas decorafions for the 

14 Kahului administration building. Company Christmas cards and related on costs. 

15 Accouni No. 930.21 - Community Service Acfivilies 

16 Q. What is the Company's 2007 test year estimate for accouni no. 930.21 -

17 community service activities? 

18 A. The 2007 test year estimate for accouni no. 930.21 - community service acfivilies 

19 is $56,200, as shown in MECO-916. 

20 Q. Whal types of costs are included in account no. 930.21 -community .service 

21 activities? 

22 A. In general, these are the costs incurred by MECO in support of community 

23 .services and activities. Specifically, MECO parficipates in activifies such as news 

24 films for distribution to schools, assistance to various non-profit community clubs. 
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1 organizafions and associations, and informafion lo the community through arficles 

2 in newspapers and communications via radio spots. 

3 Q. Does the test year esfimate include business contributions? 

4 A. No. Since business contributions have been disallowed by the Commission in 

5 prior rate case proceedings, these costs are accounted for "below the line" and are 

6 not included as an expense for ratemaking purposes. 

7 Q. How has the Commission treated community service activities expenses in prior 

8 rale proceedings? 

9 A. Community service activities expenses were included in determining electric rates 

10 in MECO's last rate proceeding; see Amended Decision and Order No. 16922 

11 (April 6, 1999), Docket No. 97-0346. 

12 Q. How does the 2007 test year estimate of $56,200 compare with previous year 

13 amounts? 

14 A. The test year 2007 normalized estimate of $56,200 is $ 16,300 higher than the 

15 actual expenses for 2005 of $39,900. The test year 2007 estimate is higher 

16 primarily because it includes $16,4(X) more for items lo be distributed al 

17 community events and research and development project dedications. 

18 Account No. 930.22 - Companv Memberships Expen.se 

19 Q. What types of costs are included in accouni no. 930.22 - company 

20 memberships expense? 

21 A. Company memberships expense includes the cosls of Company memberships in 

22 industrial, service, trade and technical organizafions. The organizations involved 

23 include Edison Electric Institute ("EEI") and such local organizations as the Clean 

24 Islands Council. Maui Economic Development Board, Hawaii Employers Council, 

25 and Better Business Bureau. 
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1 Q. What is the Company's 2007 test year estimate for account no. 930.22 - company 

2 memberships expense? 

3 A. The lest year 2007 esfimate for accouni no. 930.22 - company memberships 

4 expense is $101,100, after a rate case adjustment of $20,700. A listing of the 

5 various dues for the test year is shown in MECO-917, page 1 of 2. 

6 Q. What is the nature of the rate case adjustment? 

7 A. The $20,700 adjustment is to exclude from MECO's lest year estimate the portion 

8 of EEI dues for government lobbying and polifical activities. This adjustment is 

9 discussed below in more detail. 

10 Q. How was the test year 2007 EEI dues estimate determined? 

11 A. The estimate for EEI dues of $47,300 (after adjustment) was calculated using the 

12 dues formula established by EEI and the dues rate for 2005. The EEI dues 

13 calculafion is shown in MECO-917, page 2 of 2. 

14 Q. Whal is the dues formula established by EEI? 

15 A. The 2007 EEI dues are ba.sed on the recorded number of customers and electric 

16 sales revenues for 2005, and generation owned capacity as of September I, 2006, 

17 each multiplied by its related dues rate established each year by EEI. 

18 Q. Whal are the benefits to MECO and its customers of MECO's membership in 

19 EEI? 

20 A. Some of the more significant benefits are as follows: 

21 1) EEI membership provides an ongoing forum through which 

22 company personnel share informafion with their counterparts at olher 

23 electric ufilily companies. Among olher things, this exchange of 

24 information and ideas helps MECO find belter overall solufions to its 

25 problems at lower cosls than would otherwise be the case. 
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1 2) The mulfilude of ongoing EEI services provide informafion which 

2 helps member companies save costs. For example, there are reports 

3 on electrical system and equipment failures which alert companies to 

4 potential problems with particular equipment. 

5 3) EEI serves as a liaison between the industry and the federal 

6 government, which allows the Company to indirectly voice its 

7 opinion on matters it would probably not otherwise have a chance to 

8 address. 

9 Q. Does the test year EEI dues estimate include cosls for government lobbying and 

10 political activities, which the Commission excluded from lest year expenses in 

11 previous decisions? 

12 A. No. The esfimated portion of EEI dues relaled to lobbying and political activities is 

13 excluded from test year expenses, as shown in MECO-917, page 2 of 2. The dues 

14 relaled lo lobbying and political acfivilies is based on EEl's esfimate of these 

15 activities for 2007. EEI estimates that the portion of the dues relaled to lobbying 

16 for 2007 is about 25% of the dues for regular acfivilies and 70% of the SEA 

17 Industry Structure Assessment. 

18 Q. How does the 2007 test year esfimaie for company membership expense compare 

19 with amounts recorded in previous years? 

20 A. MECO's company memtiership expense for the test year totals $101,100, which is 

21 $1,500 higher than the $99,600 recorded in 2005. 

22 Q. Has the Commission allowed company membership expenses in prior rale 

23 proceedings? 
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1 A. Yes, company membership expenses were included in determining ufilily rales in 

2 MECO's last rate proceeding, i.e., in Amended Decision and Order No. 16922 

3 (April 6, 1999), Docket No. 97-0346. 

4 Account No. 930.24 - Research and Development Expense 

5 Q. What is the Company's 2007 test year estimate for account no. 930.24 - research 

6 and development expense? 

7 A. The 2007 test year esfimate for account no. 930.24 - research and development 

8 expense is $497,700, as shown in MECO-918. 

9 Q. What is included in research and development (R&D) expense? 

10 A. Neariy half of the expenses included in account no. 930.24 relate lo MECO's 

11 membership in the Electric Power Research Insfitute ("EPRI"). As shown in 

12 MECO-918, the 2007 test year estimate for accouni no. 930.24 is comprised of 

13 $229,400 for membership dues paid lo EPRI, and the remainder is primarily for 

14 amounts lo be spent on local R&D activities. 

15 Q. How was the 2007 test year estimate determined? 

16 A. The 2007 test year estimate of EPRI dues was based on a new multi-year 

17 membership agreement (5-year) between MECO and EPRI. Under the terms of 

18 the new mulfi-year membership agreement, which covers the period from 2007 to 

19 2011, the 2007 annual EPRI membership dues increased by 5% lo approximately 

20 $2,085,000 for consolidated HECO, of which approximately $229,400 will be 

21 MECO's allocated share, as shown in MECO-919. For reference, a copy of the 

22 new membership agreement has been included in MECO-WP-906. Note that the 

23 2007 test year esfimaie of $229,400 for EPRI membership dues was based on a 

24 rounded 11.000% allocation for MECO, as shown in MECO-919. The more 

25 precise allocation percentage for MECO is 10.655%, which would result in an 
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1 allocation of $222,200, which is $7,200 less than the test year estimate included in 

2 the Company's application. A revision to the 2007 test year estimate will be made 

3 at rebuttal, if not earlier. 

4 Q. Was MECO a member of EPRI in 2006? 

5 A. No. MECO chose not to renew ils EPRI membership in 2(X)6 due to: (1) budget 

6 constraints; and (2) a loss of flexibility in the u.seof EPRI unallocated funds under 

7 the previous EPRI agreement. 

8 Q. During the 2006 fime period when MECO was not a member of EPRI, did MECO 

9 lose all benefils of an EPRI membership? 

10 A. No. EPRI believed our budgetary situation was a short-term event. Therefore, 

11 during 2006, EPRI allowed MECO to keep the various research and development 

12 projects that had exisfing funding commitments active with the understanding that 

13 MECO would join EPRI again in 2007. 

14 Q. Is the test year 2007 EPRI membership different from the Company's EPRI 

15 membership in 2005? 

16 A. Yes. In 2005, MECO was in the third and final year of a 3-year membership 

17 agreement with EPRI. Under this agreement, MECO was a "100%-buy" member, 

18 whereby MECO was offered a wide variety of programs, project sets, and projects 

19 (collecfively referred lo as products) for a fixed annual membership paymeni. 

20 In 2007, since the "100%-buy" does nol offer the same benefits as the 2005 

21 "100%-buy" membership. MECO and EPRI have negotiated lo provide MECO 

22 with programs, under the new multi-year membership agreement, thai will offer 

23 the full spectrum of EPRI products and flexibility of using EPRI funds, al a fixed 

24 annual membership dues amounl. 
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1 Q. How do MECO and ils customers benefit from the Company's membership in 

2 EPRI? 

3 A. In general, the primary benefit for both MECO and its customers results from 

4 MECO's access lo information, whether it is through reports, computer software, 

5 presentations by EPRI personnel and technical experts, web casts, electronic mail 

6 or telephone inquiries. EPRI spends millions of dollars each year on research that 

7 would otherwise be far beyond the capability of any one ufilily to finance and 

8 administer. MECO is also able to leverage local research and development funds 

9 with EPRI funds to conduct research, development and demonstration projects and 

10 studies related lo MECO projects, thus addressing specific MECO needs. 

11 Q. Whal is the value of the research conducted by EPRI? 

12 A. Typically, the results of EPRI research cost non-EPRI members anywhere from a 

13 thousand lo lens of thousands of dollars per reporl. EPRI produces hundreds of 

14 reports, technical papers and other products each year. A license to non-EPRI 

15 members for EPRI software cosls tens of thousands of dollars. An EPRI memt>er 

16 company pays no addifional fee for EPRI reports or rights to software. In 

17 addition, the EPRI funds for MECO-related projects have direcdy benefited the 

18 Company by increasing ils knowledge base and experience in advanced 

19 technologies. 

20 Q. Plea.se summarize the benefils derived from MECO's membership in EPRI. 

21 A. MECO is able to greafiy stretch its research and development dollars through its 

22 membership in EPRI. 

23 Q. How was the test year estimate for local research and development determined? 

24 A. For the test year, MECO estimates that it will spend $255,400 on local R&D 

25 consisting of (1) $95,900 for the Sun Power for Schools program; (2) $80,000 for 

http://Plea.se
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1 a solar air condifioning project; (3) $29,500 for a power quality technology 

2 project; (4) $25,(X)0 for a photovoltaic project grant with the County of Maui; and 

3 (5) $25,000 for an advanced HVAC systems projecl. 

4 Q. How does the 2007 test year estimate for accouni no. 930.24 compare with 

5 previous year amounts? 

6 A. The Company's 2007 test year estimate of $497,700 for accouni no. 930.24 

7 expenses is $ 151,500. or 44%, higher than the 2005 recorded total amounl, 

8 excluding a $42,600 coding error in 2005. The increase is primarily due to (1) a 

9 $30,700 increase for EPRI membership dues; and (2) a $117,800 increase for local 

10 research and development projects. 

11 Q. Has the Commission supported the Company's R&D expenses in past rale cases? 

12 A. Yes. The Commission has allowed these expenses for ratemaking purposes in 

13 past rale cases, including MECO's last rate case. Docket No. 99-0346, in 

14 Amended Decision and Order No. 16922 (April 6, 1999). 

15 Account No. 930.25 - Preferted Slock and Long-lerm Debt Expenses 

16 Q. What is the Company's 2007 test year esfimaie for accouni no. 930.25 - preferred 

17 slock and long-term debt expenses? 

18 A. The 2007 test year estimate for accouni no. 930.25 - preferred slock and long-

19 lerm debl expenses is $96,100, as shown in MECO-920. 

20 Q. What types of costs are included in preferred stock and long-term debt expenses? 

21 A. Preferred stock and long-lerm debt expenses include the service fees and expenses 

22 of bond trustees, security registrars, paying agents, and transfer agents. These 

23 expenses also include the cost of printing and mailing preferred stock dividend 

24 checks, financial information and other enclosures prepared specifically for 

25 preferred stockholders and/or long-term debt holders. 
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1 Q. How does the 2007 lest year estimate compare with amounts recorded in previous 

2 years? 

3 A. The test year estimate of $96,100 for preferred stock and long-term debt expenses 

4 is $23,100 higher than the 2005 recorded expense of $73,000. The increase is 

5 primarily due lo (1) an $11,400 increase for inter-company billings from HECO's 

6 Treasury Division primarily due to additional staff fime devoted lo securifies 

7 maiters; and (2) an $11,700 increase for inter-company billings with respect to 

8 outside services for rating agencies, truslee fees and legal fees due in part lo 

9 increased financing requirements. 

10 Q. Has the Commission allowed these types of expenses in past rate cases? 

11 A. Yes. The Commission has allowed these expenses for ratemaking purposes in 

12 past rate cases, including MECO's last rale case. Docket No. 97-0346, in 

13 Amended Decision and Order No. 16922 (April 6, 1999). 

14 Account No. 930.28 - Directors' Fees and Expenses 

15 Q. What is the Company's 2007 test year estimate for account no. 930.28 - directors' 

16 fees and expenses? 

17 A. The 2001 test year estimate for account no. 930.28 - directors' fees and expenses 

18 is $25,900, as shown in MECO-921. 

19 Q. What types of cosls are included in directors' fees and expenses? 

20 A. Directors' fees and expenses includes the fees, retainers and expenses of the 

21 Company's Advi.sory Board members in connecfion with their quarterly and 

22 special meetings. 

23 Q. How was the lest year estimate calculated? 

24 A. As shown in MECO-921, the test year estimate is comprised of two parts. The 

25 first part is the fees paid to "Outside Advisory Board members", who are the 
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1 Advisory Board members not employed by MECO or HECO. The member fees 

2 are $ 16,(X)0, based on four outside members, $ 1,000 per member per meefing, and 

3 four meetings per year (4 members x $l,000/member/meeiing x 4 meetings). The 

4 remaining cosls (i.e. the second part) represent the travel expenses required for 

5 HECO officers who are officers of MECO and are required to allend MECO 

6 Advisory Board meetings, travel expenses for all Advisory Board members to 

7 attend one meefing per year held on the island of Lanai or Molokai, and expenses 

8 for olher miscellaneous material and supply costs for the board meefings. 

9 Q. Has the Commission allowed these types of expenses in past rate cases? 

10 A. Yes. The Commission has allowed accouni no. 930.28 expenses for ratemaking 

11 purposes in past rate cases, including MECO's last rale case, Docket No. 97-0346. 

12 in Amended Decision and Order No. 16922 (April 6, 1999). 

13 Account No. 931.00-Rents 

14 Q. What is the Company's 2007 test year estimate for account no. 931.00 - rents? 

15 A. The Company's 2007 test year estimate for account no. 931.00 - rents is $6,000 

16 for total MECO (see MECO-901, page 20), comprised of $6,000 for Maui, none 

17 for Lanai, and none for Molokai,. 

18 Q. What types of costs are included in the 2007 test year esfimate for this account? 

19 A. The 2007 test year estimate for account no. 931.00 includes $6,000 for postage 

20 machine lease costs. 

21 Account No. 932.00 - Maintenance of General Plant 

22 Q. What is the Company's 2007 test year estimate for accouni no. 932.00 -

23 maintenance of general plant? 

24 A. The Company's 2007 test year estimate for accouni no. 932.00 - maintenance of 

25 general plant is $158,5(X) for total MECO, comprised of $114,400 for Maui, 
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1 $3,200 for Lanai, and $40,900 for Molokai, as shown in MECO-901, pages 20, 5, 

2 10 and 15, respecfively. 

3 Q. What types of costs are included in this accouni? 

4 A. Account no. 932.00 includes the costs of maintaining structures, furniture, 

5 equipment and grounds u.sed in connection with the customer service, sales, and 

6 administrative and general functions at MECO's Maui, Lanai and Molokai offices. 

7 Examples of such costs include general building and property maintenance costs 

8 (such as bathroom repairs, plumbing, lighting replacements, fence repairs, etc.), 

9 air conditioning unit maintenance, office painting, fire alarm syslem maintenance 

10 and maintenance contracts on calculators, typewriters, and other office equipment. 

11 Q. How does the lest year estimate compare with actual expenses for prior years? 

12 A. The expen.ses in account no. 932.00 can fluctuate from year to year depending on 

13 maintenance requirements for the Administrative and General funcfional areas. 

14 The average recorded expense for the last five completed years (2001 to 2005) 

15 was $204,600, as shown in MECO-922. The 2007 test year estimate is $46,000 

16 lower than the average for the last five years, and $45,700 lower than the actual 

17 2005 recorded expense. A breakdown of the 2005 recorded expense is provided 

18 in MECO-WP-907. The 2005 recorded expenses are generally typical of the types 

19 of expenses recorded in accouni no. 932.00 over the past several years. 

20 Q. Has the Commission allowed these types of expenses in past rate cases? 

21 A. Yes. The Commission has allowed these types of expenses for ratemaking 

22 purposes in past rate cases, including MECO's last rate case. Docket No. 97-0346, 

23 in amended Decision and Order No. 16922 (April 6, 1999). 
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1 BUDGET PROCESS 

2 Q. How was the Operating Budget for Operations and Maintenance ("O&M") 

3 expenses developed? 

4 A. The budget amounts were developed as part of the regular Company-wide detailed 

5 budgeting and managemeni review process from March lo December 2006. The 

6 planning and budgeting instrucfions and assumptions used in developing the 

7 Operating Budget are provided in MECO-WP-908. During the process, detailed 

8 esfimaies of O&M expenses were prepared by line supervisors and managers 

9 throughout the Company. The detailed esfimaies, called responsibility area 

10 ("RA") budgets, were then summarized to produce the 2007 O&M expense 

1 1 budgets. The Operating Budget for 2007 was presented by MECO management 

12 to Hawaiian Electric Company, Inc.'s ("HECO") officers in a process similar to 

13 HECO's review session, as described by Mr. Dennis Lee in HECO T-12, Docket 

14 No. 7766, pages 37 through 46. 

15 Q. What adjustments were made to the 2007 Operating Budget for purposes of this 

16 rale case? 

17 A. The 2007 Operating Budget was adjusted for (I) budget adjustments, (2) rate case 

18 adjustments, and (3) normalizafion adjustments. 

19 Q. What are budget adjustments? 

20 A. Budget adjustments are made primarily to (1) correct errors, (2) update the budget 

21 for better estimates, and (3) reclassify certain costs from one account to another 

22 account or from a capital accouni lo an O&M accouni. See MECO- 901, pages 21 

23 and 22, for budget adjuslmenls impacfing the A & G accounts. 

24 Q. What are rale ca.se adjustments? 

http://ca.se
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1 A. Rate case adjustments are adjustments made lo simplify issues and adjustments 

2 made for rate case purposes. Adjustments relafing to issue simplification are 

3 addressed by Mr. Edward Reinhardt in MECO T-1. Basically, MECO has 

4 excluded from its test year estimates certain cosls (such as incentive compensaiion 

5 expen.ses) which were excluded from MECO's revenue requirements in prior rate 

6 cases, in order to simplify and reduce the number of contested issues in this case. 

7 As Mr. Reinhardt explains, MECO's position continues to be that these are 

8 appropriate costs of doing business that MECO will actually incur, and musl be 

9 included in rates if MECO is to be afforded a full opportunity to earn a fair return. 

10 Therefore, MECO does not waive ils right to seek recovery of these costs in fulure 

11 rule cases. 

12 Q. Whal are normalization adjuslmenls? 

13 A. Normalizafion adjustments are intended to make the test year eslimates reflect 

14 results of operations more representative of a normal, on-going level of 

15 operations, or of the operafing conditions that are expected to be in effect during 

16 the period that the rates set in this docket are expected lo be in effect. For 

17 example, it may be appropriate lo amorfize an unusual, non-recurring expense 

18 over a period of several years for ratemaking purposes if rales are not adjusted on 

19 an annual basis. 

20 Q. How are rate case adjustments and normalization adjustments to A&G O&M 

21 accounts addressed in your testimony? 

22 A. Rate case adjustments and normalization adjustments made to the A&G O&M 

23 accounts were addressed in conjunction with the analysis for the respecfive 

24 account numbers. 
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1 General Wage Increase 

2 Q. What is the impact of general wage increases included in the 2001 Operating 

3 Budget? 

4 A. On an annual basis, general wage rates for lest year 2007 are expected to increase 

5 over recorded 2005 wage rales by 6.5% and 7.6% for bargaining unit and 

6 nonbargaining unit employees, respecfively (see MECO-905). 

7 Q. What were the wage increase assumptions for bargaining unit positions for the 

8 2007 lest year? 

9 A. In accordance with the Company's existing negotiated labor agreement with the 

10 International Brotherhood of Electrical Workers, Local 1260, the 2007 lest year 

11 estimate for the labor cost for bargaining unit positions assumed wage increases of 

12 1.5% on May 1, 2006 and 3.0% on November 1, 2006, with both increases 

13 calculated over October 31, 2002 wage rales. In addition, an increase of 3.5% on 

14 November 1, 2007 over October 31, 2007 wage rales was assumed for the period 

15 after the exisfing labor agreement expires on October 31, 2007, i.e. for the period 

16 November 1 through December 31, 2007. Ms. Julie Price's tesfimony in MECO 

17 T-10 provides a more detailed discussion on bargaining unit wage increases. 

18 Q. Whal were the salary increase assumpfions for merit posifions for the 2007 test 

19 year? 

20 A. The 2007 lest year estimates include assumed salary increases of 3.5% and 0.25% 

21 on May 1, 2006 and Septemt^er 1, 2006, respecfively, over April 30, 2006 salary 

22 levels, and increases of 3.5% and 0.25% on May 1, 2007 and September 1, 2007, 

23 respectively, over April 30, 2007 salary levels for merit employees. Ms. Julie 

24 Price's tesfimony in MECO T-10 provides a more detailed di-scussion on merit 

25 salary increases. 
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1 Standard Labor Rates 

2 Q. What is the general concept behind standard labor rates? 

3 A. The general concept is to distribute labor cosls (amounts paid to employees) using 

4 the same rate per hour regardless of the type of "pay" hour involved (e.g. straight 

5 time, time and one-half, or double fime pay). 

6 Q. Why is MECO using standard labor rales? 

7 A. One key reason is that the Company's core business software system called 

8 ELLIPSE (formerly referred to as the Mincom Information Managemeni System, 

9 or MIMS, which was purchased from Mincom, Inc., an Australian based 

10 company) requires the use of standard labor rales in distributing labor costs. 

11 Q. How is the Company accounting for the difference between the amounts paid 

12 employees for hours worked and the amount of labor cosls distributed using 

13 standard labor rales? 

14 A. The difference between labor amounts paid and the amounts distributed is "trued 

15 up" in that the difference is used to adjust the amounts distributed so that, in total, 

16 the amounts distributed equal the amounts paid for each employee. 

17 Q. How were the Standard Labor Rates calculated? 

18 A. The basic calculation is lo divide actual amounts paid by total labor hours, e.g. 

19 straight time, fime and one-half and double time hours. The historical hourly 

20 rales, calculated by labor class, are then adjusted as appropriate to reflect budget 

21 year condifions. The adjusted standard labor rates are then incorporated inlo the 

22 Operating Budget. The Standard Labor Rates are re-evaluaied at leasl once a 

23 year, and adjusted as appropriate. 

24 Q. How were the historical houriy rales adjusted for purposes of the 2007 Operating 

25 Budget? 
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1 A. The historical rales were adjusted lo reflect the general pay increases expected in 

2 2006 and during the 2007 test year. In addition, the historical 2005 overfime 

3 statistics were adjusted to make them consistent with the expected overfime 

4 budgeted for 2007. 

5 Q. Why is the methodology used by MECO to adjust the historical overtime statistics 

6 reasonable? 

7 A. MECO's methodology used to adjust the historical overtime statistics is 

8 reasonable because MECO's methodology was consistent with the methodology 

9 used by HECO in Docket No. 04-0113 and by HELCO in Docket No. 05-0315. 

10 Q. How is the labor true-up calculated? 

11 A. The labor true-up is based on the proporfionate share of labor dollars charged lo 

12 each activity, work order, etc. to the total amounl of labor dollars charged during 

13 the applicable period. For each employee, the true-up is calculated and applied at 

14 the fime of each paycheck run and the processing of each month-end payroll 

15 accrual. The payroll accrual records labor cosls from the end of the last pay-

16 period in the month to the end of the month. 

17 Q. Can you illustrate the "true-up" process? 

18 A. Yes. The "true-up" process is illustrated in MECO-WP-910. The left side of the 

19 work-paper illustrates how an employee's pay is calculated, and how the pay 

20 would be distributed if the employee's actual pay rate was used. The right side of 

21 the work-paper illustrates how the standard labor rate is calculated and how the 

22 employee's labor cosls are initially distributed and then irued-up lo the employee's 

23 tolal actual pay. For simplicity, the illustration is based on an assumed actual 

24 straight lime pay rate of $10.00 per hour, and an assumed equivalent calculated 

25 standard labor rate of $ 10.00 per hour. 
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1 Q. Were the details of standard labor rates and the true-up process discussed in a 

2 prior rale case? 

3 A. Yes. The details of standard labor rates and the true-up process were discussed in 

4 HELCO T-IO in Docket No. 99-0207 and in HECO T-13 in Docket No. 04-0113. 

5 Q. What is the impact of using .standard labor rales instead of actual employee pay 

6 rates in calculafing the 2007 test year labor esfimaies? 

7 A. The impact has nol been quantified, and the calculation would be very difficult to 

8 perform. However, a sense of the possible difference can be obtained from 

9 reviewing the size of the nel true-up adjustment in prior years. The annual net 

10 true-up adjustment for 2001 through 2005, by block of NARUC account numbers, 

11 is provided in MECO-WP-90i. Based on the historical true up data, it appears 

12 that 2007 lest year labor cosls are more likely to be understated than oversialed. 

13 On-Cosls 

14 Q. Whal is meant by the lerm "on-cosls"? 

15 A. "On-cosls" is the MIMS terminology for overheads. Overheads (on-costs) is a 

16 well-recognized and accepted accounting concept applied when costs cannot 

17 reasonably or practically be charged to the appropriate "end desfinalion point" at 

18 the fime the cost is incurred. For example, the costs of receiving into the 

19 storeroom siock material (e.g. conductors) that could later be issued and used on 

20 either a capital project or operafion and maintenance project cannot reasonably or 

21 practically be charged to the proper project or end account number al the fime the 

22 receiving cosls are incurred. In these types of situations, the costs are typically 

23 charged to an overhead account al the fime incurred and then allocated to the 

24 appropriate projects and accounts using a systematic and rafional procedure. In 

25 this stores material example, the material receiving cosls (and other cosls to 
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1 operate the storeroom) can be allocated (cleared) as a percentage of the material 

2 cost (the clearing base) as the material is issued to Ihe various capital and 

3 operation and maintenance projects. 

4 Q. What types of costs are being distributed through the on-cosl process, and how are 

5 the costs being distributed? 

6 A. The major cost items included in each on-cost, and the basis over which each on-

7 cost is allocated are shown in MECO-WP-909. The specific on-cost is shown 

8 under the first column of the work-paper, the major cost items are shown under 

9 the second column, and the allocation (clearing) base for each on-cost is shown 

10 under the third column. For example, the costs allocated through the Non-

11 Producfive Wages on-cosl (see third item under the first column) include vacation, 

12 holiday and sick pay, as well as the cosls of other excused absences such as 

13 absences for a death in the family or for jury duly (see second column). Non-

14 Producfive Wages are allocated by applying an on-cost dollar amount to 

15 productive labor hours (see third column). 

16 Q. In what prior proceeding was the subject of on-costs discussed? 

17 A. The subject of on cosls is also discussed in HELCO T-10, Docket No. 

18 99-0207. 

19 STAFFING - ACCOUNTING DEPARTMENT 

20 Q. How many Accounling Department employees are included in the 2007 test year? 

21 A. The 2007 test year includes 15 Accounfing Department employees for all of 2001. 

22 Q. What new positions are being added to the Accounling Department in 2007? 

23 A. No new posifions are being added to the Accounting Department in 2007. 

24 GENERAL INFLATION FACTOR 

25 Q. Was a general inflation factor utilized in MECO's budgefing process? 
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1 A. Yes, in developing the non-labor O&M estimates for the 2007 Operafing Budget, 

2 MECO used a general inflafion factor when specific known cost indices for non-

3 labor costs were nol available. Budget preparers were instructed to reflect in their 

4 2007 budget line items specific inflation rates or cost indices that were applicable 

5 to the cost items being estimated. For example, the inflation rate or cost index 

6 used to budget the cosls of various chemicals consumed in overhauling a 

7 generafing unit may be quite different from the appropriate inflation rate or cost 

8 index used in esfimafing the cost of postage for Company mailings. When 

9 specific known cost indices for non-labor costs were nol available, a general 

10 inflafion factor was used. 

11 Q. What general inflation factor was used in developing the Operating Budget? 

12 A. MECO used a general inflation factor of 2.5% for 2001 in preparing its Operafing 

13 Budget. 

14 Q. How did MECO determine the 2.5% general inflation factor used in preparing the 

15 Operating Budget? 

16 A. MECO used an inflation rate that appeared to be reasonable and conservative, 

17 considering the informafion available al the fime the budget was prepared. The 

18 Blue Chip Economic Indicators ("Blue Chip") reported in ils July 10, 2006 issue 

19 that the 2007 CPI-U was expected lo increase by 2.7%, as shown on MECO-WP-

20 911. MECO rounded this rate down to a rate of 2.5% for the preparafion of its 

21 2007 Operafing Budget. 

22 Q. Do more recent esfimates support MECO's inflafion rate assumptions as being 

23 reasonable? 

24 A. Yes. MECO's 2.5% inflafion factor for 2007 is reasonable considering that the 

25 University of Hawaii Economic Research Organization (UHERO), in ils 
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1 September 8, 2006 quarleriy forecast update, forecasted an increase of 4.2% in 

2 Honolulu's Consumer Price Index for all urban consumers ("CPI-U") for 2001, as 

3 shown on MECO-WP-912, page 12. Based on these sources, an inflation factor of 

4 2.5% for 2007 is conservative. 

5 Q. Has the Commission allowed the use of inflation factors in determining projecled 

6 expenses in previous rale case decisions? 

7 A. Yes, the Commission allowed the use of an inflation adjustment based on an 

8 inflafion factor in previous rale cases, including MECO's 1999 test year rate case. 

9 Docket No. 97-0346. 

10 Has the Company provided a list of activifies where the inflation factor was used, as 

11 requested by the Consumer Advocate in prior cases? 

12 Yes, a list of activities where the general inflation factor was used in the Pillar 

13 syslem in determining the non-labor estimates for the test year is provided in 

14 MECO-923. 

15 Q. How did MECO delermine the list of activities where the inflation factor was used 

16 and the corresponding budget amounts? 

17 A. The Hyperion Pillar budgeting system allows the budget user to select a data field 

18 indicafing the u.se of an "escalator" (general inflation factor). By selecting this 

19 "escalator" data field, the budgeting syslem will automafically "escalate" the 

20 amount budgeted by the "escalafion" factor (general inflation factor) that has been 

21 .set up in the budgeting system. The information on MECO-923 was developed by 

22 .sorting the Hyperion Pillar budget data by selecting all budget dala that used the 

23 "escalafion" data field. 



MECO T-9 
DOCKET NO. 2006-0387 
PAGE 84 OF 115 

1 ACCOUNTING FOR PENSION AND 
2 POST RETIREMENT BENEFITS OTHER THAN PENSION PLANS 
3 
4 Pension and OPEB Background 

5 Q. Please briefly explain the Company's qualified pension and postreliremenl benefit 

6 plans. 

7 A. As described by Ms. Julie Price in MECO T-10, the Company provides pension 

% benefits to Us employees by parficipafing in the Retnement Plan for Employees of 

9 Hawaiian Electric Industries, Inc. and Participating Subsidiaries, a qualified 

10 defined benefit pension plan. MECO provides postreliremenl benefits other than 

11 pensions through participation in the Posiretirement Welfare Benefits Plan for 

12 Employees of Hawaiian Electric Company, Inc. and Parlicipafing Employers. 

13 Q- Please briefly describe the accounling and reporting requirements for pensions and 

\4 postretirement benefits other than pensions ("OPEB"). 

15 A. The Company's accounling and reporting requiremenis with respect lo its pension 

16 and postreliremenl benefits other than pension ("OPEB") plans are based on 

17 generally accepted accounfing principles ("GAAP"). Specifically, the Company 

18 follows Statement of Financial Accounting Standards ("SFAS") No. 87, 

19 "Employers' Accounting for Pensions", SFAS No. 106, "Employers' Accounfing 

20 for Postreliremenl Benefils Other Than Pensions", and the newly issued SFAS 

21 No. 158, "Employers' Accounfing for Defined Benefit Pension and Other 

22 Postrefirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132 

23 (R)", which for MECO, became effective on December 31, 2006. 

24 SFAS No. 87: 

25 Q- Under the guidance provided by SFAS No. 87, how are pensions refiecied on the 

26 Company's financial statements? 
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1 A. Pensions are reflected on the financial statements as follows: 

2 • Income Statement 

3 The costs of the benefits provided by the Company's pension plan are 

4 recognized as net periodic pension costs ("NPPC") over the period the benefits 

5 are earned (i.e., as employees provide the related employment services). The 

6 NPPC is the annual amount that the Company must recognize on ils financial 

7 statement as the cost of providing pension benefits lo ils employees for the 

8 year, and includes amounts ultimately charged primarily lo both expense and 

9 to capital. In addition, a portion of the NPPC is charged to outside third 

10 parlies for services rendered, i.e., to billable work. As explained by Ms. Julie 

11 Price in MECO T-10, the five major components of the NPPC are: service 

12 cost, interest cost, actual return on plan assets, amortization of prior service 

13 cost, and amortizafion of gains and losses. There are a number of factors that 

14 affect the NPPC, such as the provisions of the plan, the demographic 

15 characteristics of the employees, the performance of the pension fund as it is 

16 invested over lime, and the actuarial assumpfions used in the calculations. 

17 • Balance Sheet 

18 A liability (unfunded accrued pension cost) is recognized if the cumulative 

19 NPPC exceeds the cumulative amounts the employer has contributed lo the 

20 plan. An asset (prepaid pension cost) is recognized if the cumulative NPPC 

21 recognized is less than the cumulafive amounts contributed to the pension 

22 plan. However, under SFAS No. 87, the accounfing changes when the pension 

23 obligation exceeds the fair value of the pension plan assets. The fair value of 

24 the pension plan assets represents the estimated market value of the fund at the 

25 measurement dale, which is December 31, for MECO. The accumulated 
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1 benefit obligation ("ABO") approximates the actuarial present value of 

2 benefits previously earned by participants based on curtent compensafion 

3 levels, at the measurement dale. Under SFAS No. 87, if al the measurement 

4 date, the fair value of the assets of the pension plan is less than the ABO by as 

5 little as $1, the Companies would be required to (1) record a liability, at least 

6 equal to the difference between the ABO and the fair value of the pension plan 

7 assets, (2) eliminate any prepaid pension asset, and (3) record a charge, net of 

8 income taxes (which would represent a net loss not yet recognized as a 

9 periodic pension cost) directly to a component of equity, called accumulated 

10 other comprehensive income ("AOCI"). 

11 • Financial Statement Footnote 

12 The value of the pension plan assets and the pension obligation are included in 

13 the footnotes to the financial statements. Footnote disclosure also includes 

14 descriptions of the plan and items which have in the past or can in the future 

15 impact the cost of the pension. 

16 SFAS No. 106: 

17 Q. Under the guidance provided by SFAS No. 106, how are OPEBs reflected on the 

18 Company's financial statements? 

19 A. OPEBs are reflected on the financial statements as follows: 

20 • Income Statement 

21 The costs of the benefits provided by the Company's OPEBs are recognized as 

22 nel periodic benefit costs ("NPBC") over the period the benefits are earned 

23 (i.e., as employees provide the relaled employment services). The NPBC is 

24 the annual amount that the Company must recognize on its financial statement 

25 as the cost of providing OPEBs to its employees for the year, and includes 
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1 amounts ultimately charged primarily to both expense and lo capital. A 

2 portion of the NPBC also is charged to outside third parties for services 

3 rendered, i.e., to billable work. As explained by Ms. Julie Price in MECO T-

4 10, similar to pensions, the five major components of the NPBC are: service 

5 cost, interest cost, actual reiurn on plan assets, amortizafion of prior service 

6 cost, and amortization of gains and losses. The factors that impact pensions, 

7 such as the provisions of the plan, the demographic characteristics of the 

8 employees, the performance of the plan assets as it is invested over time, and 

9 the actuarial assumpfions u.sed in the calculations, impact the NPBC as well. 

10 In addifion, the income statement reflects the amortizafion costs of the 

11 unrecognized transition obligation related lo the timing of the inifial adoption 

12 of SFAS No. 106, as approved by the Commission in Interim Decision and 

13 Order No. 12886 dated April 6, 1993, Decision and Order No. 13659 dated 

14 November 29, 1994, and the letter from the Commission dated December 28, 

15 1994, in Docket Nos. 7233 and 7243 (Consolidated). 

16 • Balance Sheet 

17 A liability (unfunded accrued OPEB cost) is recognized if Ihe cumulafive 

18 NPBC exceeds the cumulative amounts the employer has contributed lo the 

19 OPEB plan. An asset (prepaid OPEB cost) is recognized if the cumulafive 

20 NPBC recognized is less than the cumulafive amounts contributed to the 

21 OPEB plan. OPEB accounting is very similar to pensions; however, unlike the 

22 minimum pension liability recognition requirement under SFAS No. 87, there 

23 is no requirement to recognize a minimum OPEB liability under SFAS No. 

24 106. 
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1 • Financial Statement Footnote 

2 The value of the OPEB plan assets and the OPEB obligation are included in 

3 the footnotes to the financial statements. Footnote disclosure also includes 

4 descripfions of the plan and items which have in the past or can in the future 

5 impact the cost of the plan. 

6 SFAS No. 158: 

7 Q. Whal has changed as a result of the new SFAS No. 158? 

8 A. SFAS No. 158 is the initial phase of a comprehensive project of the Financial 

9 Accounling Standards Board to improve the accounling for defined benefit and 

10 other posiretirement plans. The new SFAS No. 158 amends both SFAS Nos. 87 

11 and 106. SFAS No. 158 requires balance sheet recognition of the funded status of 

12 defined benefit pension plans measured as the difference between the fair value of 

13 the pension plan as.sets and the projected benefit obligafion ("PBO"), as opposed 

14 to the accumulated benefit obligafion ("ABO"). The PBO is an estimate of the 

15 pension promise as of a specified dale, and is measured using an assumpfion as lo 

16 future compensaiion levels. 

17 In addifion, SFAS No. 158 requires balance sheet recognifion of the funded 

18 status of the OPEB plan measured as the difference between the fair value of the 

19 OPEB Plan's assets and the accumulated postreliremenl benefit obligation 

20 ("APBO") for the OPEB plan. 

21 More specifically, under SFAS No. 158, MECO is required to (1) recognize 

22 the overfunded or underfunded status of its defined benefit pension and other post 

23 retirement plans (based on the difference between the fair value of the plan assets 

24 and the PBO for pensions and the APBO for other post retirement plans) in its 

25 balance sheet, (2) recognize as a component of AOCI, nel of tax, the actuarial 
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1 gains and losses, the prior .service costs and credits that arise during the period but 

2 are not recognized as components of NPPC, and any remaining iransifion 

3 obligafion from the initial application of SFAS No. 87 or SFAS No. 106, and (3) 

4 disclose additional information in the notes to fmancial statements about certain 

5 effects on nel periodic pension and olher postreliremenl benefit costs. 

6 Ratemaking Treatment: 

7 Q. How have pension and OPEB costs been treated for ratemaking purposes? 

8 A. For ratemaking purposes, MECO, HECO and HELCO (the "Utility Companies") 

9 have consistently included (and the Commission has accepted) the nel effecl of all 

10 components of pension and OPEB accounling, under SFAS No. 87 and SFAS No. 

11 106, respecfively, in the ratemaking process. Specifically, MECO incorporates 

12 the NPPC and NPBC in ils budget of employee benefils, which are included in 

13 adminislrafive and general ("A&G") expense. If the Company forecasts a nel 

14 pension asset or OPEB asset, the Company includes the net pension asset or 

15 OPEB asset in rale base. If the Company forecasts a pension or OPEB liability, 

16 the pension or OPEB liability is treated as a deduction in the rale base calculation. 

17 In addifion, the Company has recognized an OPEB liability relating to OPEB 

18 costs incurred in the transition to implementing SFAS No. 106, which is offset by 

19 a regulatory asset in the same amount The Company's forecast of working cash 

20 is based on the accrual method of accounling for pension and OPEB expense, 

21 consistent with the other components. 

22 Q. Is there a rate base lax effecl associated with the net pension and OPEB asset or 

23 liability? 
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1 A. Yes, there is an accumulated deferted income tax liability amount or a deferred 

2 lax asset amounl as.sociated with a net pension and OPEB asset or pension and 

3 OPEB liability amounl, respectively. 

4 Docket No. 05-0310 "For Approval lo Record a Regulatory Asset for Any Pension 
5 Liability Which Would Otherwise be Charged to Accumulated Olher 
6 Comprehensive Income": 

7 Q. How did the fair value of MECO's pension plan assets compare to its ABO at 

8 December 31,2005? 

9 A. At December 31, 2005, the fair value of the pension plan assets of $89.7 million 

10 exceeded the ABO of $88.8 million; therefore, the Company reflected a prepaid 

11 pension asset on its balance sheet, in accordance with SFAS No. 87. However, 

12 the fair value of the assets exceeded the ABO by only approximately $0.9 million, 

13 or 1.0 percent. In olher words, the fair value was in jeopardy of being insufficient 

14 to cover the ABO at the valuation date (December 31, 2005), which was of 

15 significant concern. MECO faced similar situafions in 2003 and 2004. The fund 

16 contributions in 2003, 2(X)4 and 2005 were intended lo reduce the possibility of an 

17 AOCI charge. The Company was not required to make any contributions to the 

18 plan to meel minimum funding requiremenis under ERISA or the IRC in those 

19 years. 

20 Q. Did the Companies consider other means for mitigating an AOCI charge? 

21 A. Yes. The Utility Companies filed a consolidated application on December 8, 2005 

22 (Docket No. 05-0310) requesting the Commission to: 

23 (I) Allow the Companies to record as a regulatory asset pursuant lo the 

24 Statement of Financial Accounling Standards No. 71, "Accounting for the 

25 Effects of Certain Regulafions", the amount that would olherwise be 
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1 charged to AOCI as required under SFAS No. 87 as a result of recording a 

2 minimum pension liability; 

3 (2) Allow the Companies lo continue to record as a regulatory asset in 

4 subsequent years the amount that would olherwise be charged direcfiy lo 

5 AOCI; and 

6 (3) Allow Ihe Companies to confinue lo recover their annual cost of providing 

7 pension benefits lo their employees, as actuarially calculated under the 

8 provisions of SFAS No. 87. 

9 Q. Whal was the rea.son for the applicafion when il was inifially filed? 

10 A. The application was filed in the event the Utility Companies were required to 

11 record a minimum pension liability, and a charge to AOCI, under SFAS No. 87 at 

12 the end of 2005. If approved, the requested regulatory asset treatment was 

13 intended to mitigate the negative effects that could olherwise result from a charge 

14 loAOCI. 

15 Q. Was MECO required to record a minimum pension liability and charge lo AOCI 

16 at the end of 2005? 

17 A. No. MECO was able to reiain a prepaid pension asset posifion at December 31, 

18 2005, but only by a slim margin. As I mentioned previously, the fair value of the 

19 plan assets exceeded the ABO by only approximately $0.9 million, or 1.0 percent. 

20 Q. Was MECO required to record a minimum pension liability and charge to AOCI 

21 at the end of 2006? 

22 A. Yes. MECO was required to record substantial charges to AOCI for ils pension 

23 plan at the end of 2006, in accordance with SFAS No. 158. The actual amount of 

24 AOCI charges recorded at the end of 2006 will be provided at a later dale in 

25 updates to the estimates provided in MECO-928. 
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1 Q. Was MECO required lo record OPEB liability and charges to AOCI at the end of 

2 2006? 

3 A. Yes. MECO was required to record substantial charges to AOCI for ils OPEB 

4 plan al the end of 2006, in accordance with SFAS No. 158. The actual amount of 

5 AOCI charges recorded al the end of 2006 will be provided al a later date in 

6 updates to the estimates provided in MECO-929. 

7 Q. What is the concern regarding reflecting the underfunded status of the pension and 

8 OPEB plans? 

9 A. Although the recordation of the underfunded status of the pension and OPEB 

10 plans as of the end of 2006 was a non-cash balance sheet change and did nol 

11 impact the income statement, MECO's equity and balance sheet amounts were 

12 significantly impacted. The significant charge to AOCI artificially increased 

13 MECO's reiurn on average common equity, since the Company's book equity 

14 decreased significanfiy, wiihout any change in economic conditions or net income. 

15 Ms. Tayne Sekimura, in MECO T-17, discusses the impact of an AOCI charge to 

16 equity on the financial ratios and how investors assess the impact. 

17 Q. What is the status of Docket No. 05-0310? 

18 A. The Commission issued ils Decision and Order (D&O) No. 23223 on January 26, 

19 2007. The D&O denied the Utility Companies' request lo record a regulatory 

20 asset. 

21 Q. In Docket No. 05-0310, were the Utility Companies seeking approval of the 

22 ratemaking treatment of the amount that was being requested to be recorded as a 

23 regulatory asset pursuant lo SFAS No. 71 ? 

24 A. No. The Ufilily Companies' request for approval in Docket No. 05-0310 was to 

25 record as a regulatory asset for financial reporfing purposes the amount that would 
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1 otherwise be charged lo equity (i.e., to AOCI) as required under the provisions of 

2 SFAS No. 87 or SFAS No. 158 as a result of recognizing the funded status of 

3 pension and OPEB plan liabilities. The Utility Companies indicated that the 

4 ratemaking treatment of the regulatory asset will be addres.sed in their rate cases. 

5 Ratemaking Treatment Proposal 

6 Q. How does MECO propose to treat pension and OPEB costs in light of the new 

7 SFAS No. 158 and D&O No. 23223 in Docket No. 05-0310? 

8 A. MECO proposes to continue to include in revenue requiremenis the NPPC for 

9 pensions and the NPBC for OPEBs, as actuarially calculated under the provisions 

10 of SFAS No. 87, and SFAS No. 106, respecfively. 

11 In addition, as shown in MECO-928 and MECO-929, MECO proposes lo 

12 include in rate base the cumulative pension contributions in excess of cumulative 

13 pension costs recognized (pension asset) and the cumulative OPEB contributions 

14 net of cumulafive OPEB costs recognized (OPEB amount = zero). These amounts 

15 can be reconciled to the financial statements because the pension AOCI charge 

16 less the pension liability is equal to whal I will refer lo hereafler as the pension 

17 asset and the sum of the OPEB AOCI charge and regulatory asset less the OPEB 

18 liabilities is equal to the OPEB amount (zero). 

19 Q. Would MECO's proposed ratemaking treatment be different if the cumulafive 

20 pension contribufions were less than the cumulative pension costs recognized? 

21 A. No. In years in which the cumulafive pension contributions are less than the 

22 cumulative pension costs recognized, a pension liability would exist. MECO 

23 would propo.se to treat such pension liability for ratemaking purposes as a 

24 deduction from rale base in a manner similar to how the esfimated pension liability 

25 was treated in MECO's last rate case. In amended D&O No. 16922 in Docket No. 

http://propo.se
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1 97-0346, MECO's 1999 lest year rate ca.se, the final rale base included deducfion 

2 for an average pension liability of $1,200,500, based on estimated pension liability 

3 balances of $762,000 and $ 1,639,000 as of January 1, 1999 and December 31, 

4 1999, respecfively. 

5 Q. Whal are the test year 2007 esfimates for the pension asset? 

6 A. The pension asset at the beginning of the test year is $5,223,000 and at the ending 

7 of the lest year is $ 1,419,000 as shown on MECO-928 page 1. The average 2007 

8 test year balance is $3,321,000. At the beginning of the test year and al the end of 

9 the test year, cumulative pension contributions exceed the cumulafive pension 

10 costs recognized. 

11 Q. How do the ratemaking estimates for the pension as.set balances reconcile to the 

12 book eslimates for pension balance sheet items? 

13 A. The test year 2007 estimates for the beginning of the year include a pension AOCI 

14 charge of $23,770,000, a pension liability of $18,547,000, resulfing in a nel 

15 balance sheet amount (excluding the relaled deferred tax impact) of $5,223,000, as 

16 shown in MECO-928, page 2. The eslimates were based on the market value of 

17 the pension plan as of December 31, 2005, a 9% reiurn on plan asset assumption, 

18 a di.scounl rale of 5.75%, and an asset experience (used lo determine the fair value 

19 of the plan) of 8.5% in 2006. 

20 The test year estimates for the end of the year include a pension AOCI 

21 charge of $25,531,000, a pension liability of $24,112,000, resulfing in a net 

22 balance sheet amounl (excluding the related deferred tax impact) of $1,419,000, as 

23 shown in MECO-928, page 2. The estimates were ba.sed on the market value of 

24 the pension plan as of December 31, 2005, a 8.5% reiurn on plan asset 

http://ca.se
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1 assumption, a discount rale of 6.00%, and an asset experience (used to delermine 

2 the fair value of the plan) of 8.5% in 2006 and 2007. 

3 Q. What are the test year 2007 estimates for the OPEB amounts? 

4 A. The OPEB amounts at the beginning and end of the lest year are zero as shown on 

5 MECO-929 page I. Al the beginning of the lest year and at the end of the test 

6 year, cumulative OPEB contributions equal the cumulafive OPEB costs 

7 recognized. 

8 Q. How do the ratemaking estimates for the OPEB amounts reconcile lo the book 

9 esfimates for OPEB balance sheet items? 

10 A. The test year 2007 esfimaies for the beginning of the year include a SFAS 106 

11 regulatory asset of $1,344,000, SFAS 158 AOCI charge of $5,193,000, OPEB 

12 liability of $6,537,000, resulting in zero nel balance sheet impact, as shown in 

13 MECO-929, page 2. The esfimaies were based on the market value of the OPEB 

14 plan as of December 31, 2005, a 9% return on plan asset assumpfion, a discount 

15 rate of 5.75%, and an asset experience (used to determine the fair value of the 

16 plan) of 8.5% in 2006. 

17 The lest year estimates for the end of the year include a SFAS 106 

18 regulatory asset of $ 1,120,000, SFAS 158 AOCI charge of $5,305,000, OPEB 

19 liability of $6,425,000, resulting in zero nel rate base impact, as shown in MECO-

20 929, page 2. The esfimates were based on the market value of the OPEB plan as 

21 of December 31, 2005, a 8.5% reiurn on plan asset assumpfion, a discount rale of 

22 6.00%, and an asset experience (used to determine the fair value of the plan) of 

23 8.5% in 2006 and 2007. 

24 Q. Who esfimated the fair value of the plan assets as of December 31, 2006 and 

25 2007, as shown in MECO-928, page 2 and MECO-929, page 2? 
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1 A. Watson Wyatl Woridwide, the consulting enrolled actuary, developed the esfimate 

2 to assist the Company in analyzing the impact of the new SFAS No. 158, based on 

3 the assumptions noted above. The pension and OPEB plans' trustee. The Bank of 

4 New York, delermine the fair value of the funds for financial reporting purposes. 

5 Q. Who determined the PBO and APBO amounts as of December 31, 2006 and 2007 

6 shown in MECO-928, page 2 and MECO-929, page 2? 

7 A. Watson Wyatl Worldwide, the consulting enrolled actuary, determined the PBO 

8 and APBO amounts. 

9 Q. Who administers MECO's pension and OPEB plans? 

10 A. The Pension Investment Commillee ("PIC") is the named fiduciary for the HEI 

11 and Participating Subsidiaries' (including MECO) pension and OPEB plan. The 

12 PIC is responsible for overseeing the administration of the pension and OPEB 

13 plans and management of all plan assets. The PIC uses professional money 

14 managers to manage plan assets. 

15 Q. Whal has been the PIC's general funding policy? 

16 A. For the OPEB plan, based on Decision and Order No. 13659, the Utility 

17 Companies fund the full SFAS No. 106 cost amounts. For the pension plan, the 

18 PIC's funding policy is to contribute amounts to the pension plan in accordance 

19 with the funding requirements of the Employee Retirement Income Security Act 

20 of 1974 ("ERISA") and the Intemal Revenue Code ("IRC"). 

21 ERISA has a specific methodology for determining the required funding for 

22 the pension plan. MECO relies on ils actuary, Watson Wyatt Woridwide, for the 

23 annual calculation of minimum funding under ERISA. 

24 The IRC also specifies minimum and maximum fund contributions to avoid 

25 adverse tax consequences. MECO also relies on its actuary, Watson Wyatl 
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1 Woridwide, for the annual calculation of minimum and maximum funding under 

2 the IRC. 

3 Within the minimum funding requiremenis of ERISA and the maximum 

4 deductible funding allowed under the IRC, the PIC considers the impact of 

5 funding on the financial accounling and disclosure of the plan in the Company's 

6 financial statements. There are no specific requiremenis under generally accepted 

7 accounfing principles as to how a company should fund ils pension. Generally, it 

8 has been the practice of the PIC lo fund the NPPC; however, in 2003, 2004 and 

9 2005, the PIC based its funding decision largely on the adequacy of the funding 

10 relative to the ABO. As ordered in D&O 23223 in Docket No. 05-0310, the 

11 Companies will undertake a study of their pension funding policy and submit it in 

12 Docket No. 2006-0386, HECO's 2007 test year rate case 

13 Q. What do the estimated pension asset balances as of December 31, 2(X)6 and 2007 

14 shown on MECO-928, pages 1 and 2 represent? 

15 A. The esfimated pension asset balances as of December 31, 2006 and 2007 represent 

16 the net of the cumulative investor supplied fund contribufions in excess of the 

17 cumulafive previously recognized pension cost. 

18 Fund contributions are the cash paymenls the Company has made to the 

19 pension fund over the years. Recognized pension cost is the accumulated NPPC 

20 that the Company has recognized on its income statement. 

21 Q. How was the pension asset created? 

22 A. MECO-928 page 1 summarizes the annual pension acfivity since the incepfion of 

23 SFAS No. 87. The historical acfivity shows that in the period from 1987 through 

24 1994, in general, the NPPC was rising annually and MECO funded the NPPC. 

25 Beginning in 1995, the NPPC begins showing greater volatility, primarily 
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1 declines. The declining NPPC resulted primarily from higher stock prices 

2 increasing the fair value of plan assets and the lower interest rale environment, 

3 which resulted in a lower discount rate used to calculate the net present value of 

4 the pension obligation. Under SFAS No. 87, the increase in plan asset returns 

5 (due lo the higher fair value of the plan assets) and the decrease in pension 

6 obligafion (due lo the lower discount rate and lower net presenl value of the plan 

7 obligafion) are nol immediately recognized. Rather, the recognifion of the change 

8 is deferred in order lo smooth the NPPC (as compared to the volafility that would 

9 be experienced if the changes were entirely recognized in the year they occur). As 

10 mentioned earlier, in the period from 1987 through 1994, in general, the NPPC 

11 was rising annually and MECO funded the NPPC. 

12 From 1995 through 1998, becau.se MECO generally funded the primarily 

13 declining NPPC, the pension asset balance was not significant. Beginning in 2000 

14 and continuing through 2002, MECO began experiencing negafive NPPC 

15 accruals. Therefore although no fund contributions were made in those years, the 

16 pension asset grew significanfiy. In addition, as stated eariier, MECO made fund 

17 contributions in 2003 and 2004 that were significantly more than the NPPC, 

18 further increasing the pension asset balance. 

19 Q. Why was the pension asset created? 

20 A. Even though the negative NPPC accruals in the period 2000 through 2002 

21 increased the pension asset significantly during these years, ERISA prohibited 

22 MECO from taking cash refunds from the pension fund. Funds contributed to the 

23 pension fund must stay in the pension fund (except under special circumstances 

24 such as plan terminalion). Moreover, under Section 4980 of the IRC, there is a 

25 20% tax on the amount of any reversion of qualified pension plan assets to an 

http://becau.se
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1 employer. Thus, even though MECO's contributions to the pension fund 

2 generally matched the NPPC in eariier years, MECO could nol take cash from the 

3 pension fund lo match the negafive NPPC accruals in 2000 through 2002. 

4 Further, from 2000 through 2002, MECO was not required lo make a minimum 

5 contribufion under ERISA and could not make deductible fund contribufions 

6 under the IRC. Contributions in excess of the IRC maximum contribufion would 

7 be subject to a 10% non-deducfible excise lax, effectively a 10% penalty for 

8 contributions, under Section 4972 of the IRC. As a result, in the period 2000 

9 through 2002, the increase in the net pension asset was solely a function of the 

10 negative NPPC. Essentially, the pension asset was created during Ihis period 

11 because MECO complied with the law. 

12 Q. Please explain why MECO increased the pension as.set in 2003 and 2004. 

13 A. In 2003, MECO had a relafively low NPPC, but was potentially facing a situation 

14 al the measurement date, December 31, 2003, in which the fair value of the 

15 pension plan assets may nol have been sufficient to cover the ABO. MECO faced 

16 similar situations in 2004 and 2005, in which the ABO at the measurement date, 

17 December 31, 2004 and December 31, 2005, respectively, potentially could have 

18 exceeded the fair value of the pension assets. Funding the pension lo sufficiently 

19 cover the ABO is significant because it is a rough, optimisfic measure of whether 

20 the funds are sufficient to cover the plan if the plan were lerminaied. If the fair 

21 value of the pension assets is less than the ABO, it also results in a different and 

22 adverse accounting treatment under SFAS No. 87. MECO tried to anticipate the 

23 estimated values of the pension fund and the ABO al year end via careful 

24 monitoring of the slock market and interest rales and decided in each year (2003, 
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1 2004 and 2005) lo provide a ceriain level of funding to sufficienfiy cover the 

2 ABO. 

3 Q. Does the fact that MECO estimated a pension asset balance of $5.2 million al 

4 December 31, 2006 indicate that il had previously overfunded its pension plan? 

5 A. No. In fact, the situation is generally the opposite. As I menfioned earlier, al 

6 December 31, 2006, the PBO is estimated lo exceed the pension fund (the pension 

7 is underfunded by this measure) by approximately $18.5 million. In addifion, at 

8 December 31, 2005, the pension fund exceeded the ABO by only 1.0%, or $0.9 

9 million. 

10 Q. What impact has the implementation of SFAS 158 had on the Company's 

11 cumulative contribufions and cumulative NPPC (or NPBC)? 

12 A. The implementafion of SAFS 158 has had no impact on the Company's 

13 cumulative contribufions and cumulative NPPC (or NPBC). 

14 Q. Why is the Company's ratemaking proposal reasonable? 

15 A. MECO's ratemaking proposal reflects the confinued inclusion of all components 

16 of pension and OPEB accounting in the ratemaking process. 

17 NPPC and NPBC have consistently been used in the past to determine 

18 benefit cosls for ratemaking purposes, and should continue to be used to 

19 delermine benefit cosls in the future. 

20 Likewise, the difference between the cumulafive NPPC (or NPBC) and 

21 cumulative fund contributions should continue to be included in rate base to 

22 properly reflect investor-supplied funds. 

23 Although SFAS No. 158 changes the components that comprise the pension 

24 and OPEB as presenied on the balance sheet, as discussed above, the net amounts, 

25 which represent the difference between the cumulative investor contribufions and 
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1 cumulative NPPC (or NPBC) are the same as previously calculated under SFAS 

2 No. 87 and SFAS No. 106, respectively. The net impact to rate base of the 

3 pension AOCI charge, excluding deferred taxes, and the pension liability is 

4 exactly the same as whal the prepaid asset amount would have been for the lest 

5 year had SFAS No. 158 nol been issued and had there been no requirement to 

6 charge AOCI. See MECO-928, pages 1 and 2. The OPEB SFAS 106 regulatory 

7 asset (i.e., the unamortized transition obligation relaled to the timing of the inifial 

8 adoption of SFAS No. 106 as approved by the Commission in Interim Decision 

9 and Order No. 12886 dated April 6, 1993, Decision and Order No. 13659 dated 

10 November 29, 1994, in Docket Nos. 7233 and 7243 (Consolidated)), OPEB SFAS 

11 158 AOCI charge, excluding deferred taxes, and the OPEB liability would nel lo 

12 zero impact lo rate base, which is the same result as would occur if there was no 

13 requirement to charge AOCI. See MECO-929, pages I and 2, The test year 

14 estimates in this proceeding refleci such proposed ratemaking treatment. Ms. 

15 Julie Price in MECO T-10 includes the NPPC and the NPBC as part of the 

16 employee benefils expenses. As shown in MECO-1501, MECO's rale base for 

17 the test year includes the Pension AOCI, the OPEB AOCI - SFAS 158, 

18 Unamortized OPEB Reg Asset - SFAS 106, Pension Liability and the OPEB 

19 Liability. 

20 Q. Why is it proper to include the pension asset in rate base? 

21 A. Including the pension asset in rale base is proper because: (1) the pension asset 

22 reflects a prudent investment, funded by investors, that is used or useful in 

23 providing electric utility service, (2) the pension asset benefits the ratepayers and 

24 (3) other jurisdictions have allowed a pension asset to be included in rate base. 
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1 (1) The Pension Asset Was Funded Bv Investors and Is Used or Useful In Providing 

2 Electric Utility Service 

3 Q. Was the pension asset funded by investors? 

4 A. Yes. Payments made to the pension fund were from the same sources of funds 

5 that MECO would use to make any investment; therefore, the cumulative fund 

6 contributions were provided by investors. There were no special contributions 

7 from any source. Ratepayers do not fund Company investments. Rather, they pay 

8 for services and those payments are recorded as revenues. Investor funds are used 

9 to fund the pension plan just as investor funds are used to construct or purchase 

10 the gross plant assets. Investors contributed $27.0 million lo the pension plan for 

11 the period 1987 to 2005 (see MECO-928 page 1). The cumulative NPPC 

12 represents the cumulative recovery of pension cost provided by ratepayers. Since 

13 in the test year, the cumulative fund contributions exceed the cumulative NPPC, 

14 the cumulative difference represented by the pension asset amounl is the net 

15 amount provided by investors. 

16 Q. Is the pension plan used or useful in providing eleciric ufility service? 

17 A. Yes. MECO provides pension benefits to its employees by participating in the 

18 Retirement Plan for Employees of Hawaiian Eleciric Industries, Inc. and 

19 Participating Subsidiaries, a qualified defined benefit pension plan. The pension 

20 plan is an integral part of the Company's compensation package to its employees, 

21 and is necessary to attract and retain quality employees that are engaged in the 

22 provision of providing electric service to the public. 

23 Q. Were MECO's contributions to the pension plan prudent? 

24 A. Yes. MECO's contribufions to the pension plan were prudent. Part of the asset 

25 was established when the NPPC was negative From 2000 through 2002, the 
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1 activity in the pension as.set was solely a function of the negative NPPC. The 

2 negafive NPPC resulted from the performance of the pension fund (e.g., the return 

3 on plan assets) which was established through contribufions from investors, the 

4 actuarial valuafions, and the accounfing treatment prescribed under SFAS No. 87. 

5 By law MECO could not withdraw funds from the ERISA Plan. The rest of the 

6 asset was established when MECO made lawful contributions to avoid the risk of 

7 having the ABO exceed the fair value of the pension plan assets. MECO made 

8 contributions in 2003, 2004 and 2005 lo avoid the possibility of an AOCI charge 

9 that would have resulted if the fair value of the pension fund in each of those years 

10 were less than the ABO. 

11 Q. Were the decisions in 2003. 2004, and 2005 to make pension contributions to 

12 sustain a prepaid pension asset, including determining the amounl lo contribute, 

13 difficult? 

14 A. Yes. The decisions lo make contributions lo sustain a prepaid pension asset rather 

15 than record a charge lo AOCI were difficult because they required making a 

16 decision wiihout knowledge of actual year-end plan asset and liability information 

17 and the decision and actual contribution must be made prior lo year end. The 

18 decision had to consider the estimated ABO al year end, the estimated fair market 

19 value of the assets at yearend (i.e., predicfing where the siock market would be at 

20 year end), and making the contribufion days in advance of year end such that the 

21 trust fund has the funds as of December 31. Despite the difficulty of the 

22 decisions, the contribution amounts were reasonable, and the fair value of 

23 MECO's plan assets exceeded the ABO by only $0.9 million, or 1.0%, al the 

24 December 31, 2005 valuation dale. 
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1 Q. Do the fund contributions in 2003, 2004 and 2005 mitigate the impact of the 

2 requirement of SFAS No. 158? 

3 A. Yes. As previously discussed, SFAS No 158 requires companies to compare the 

4 fair value of pension plan as.sets lo the projecled benefit obligafion (PBO), and to 

5 report on its balance sheet the amount by which the defined pension obligation is 

6 over or underfunded. Contribufions lo the plan increase the fair value of the plan 

7 assets. Thus in comparing the fair value of the plan to the projected benefit 

8 obligation, all other things being equal, additional contributions reduce the amount 

9 of any under funding of the plan or increase any overfunding position. The 

10 esfimated pension liability at December 31, 2006 would be higher had there not 

11 been contribufions in 2003, 2004, and 2005. 

12 (2) Ratepayers Have Benefited From The Pension Asset 

13 Q. How do ratepayers benefit from the pension asset? 

14 A. Ratepayers have benefited from the pension asset, and its components, in several 

15 ways. The negative accruals of the past are negative costs that reduced expenses 

16 and lowered revenue requirements, which in turn helped make il unnecessary for 

17 MECO lo apply for a general rale increase for the seven-year period from 2000 

18 through 2006. Furthermore, ratepayers benefited directly in 2002 when MECO 

19 recorded a negative $1,496,000 NPPC accrual in the same year in which MECO 

20 also reduced its recovery of DSM shareholder incenfives by $631,400 (net of 

21 revenue taxes) in order lo nol exceed ils allowed rale of reiurn as a result of the 

22 earnings cap that was implemented with the Commission's Order No. 19093, filed 

23 on November 30, 2001, in Docket Nos. 95-0173, 95-0174, 95-0175 and 95-0176. 

24 In addition, some of the negafive NPPC was iransferted to construction 

25 resulting in a lower amount of construction work in progress upon which AFUDC 
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1 is accrued and thus, lower costs added to rale base. 

2 Further, ratepayers have benefited from the relatively lower NPPC as a result 

3 of the pension fund contribufions which increase the pension asset. The pension 

4 asset resulted in part from MECO's contributions of $27.0 million during the 

5 period 1987 to 2005. Those contribufions increased the assets in the pension fund 

6 on which a return on investment could be earned. Reiurn on pension plan assets is 

7 one of the components of the NPPC, and is normally a credit, which reduces the 

8 NPPC. The higher the level of funds in the pension's portfolio, the greater will be 

9 the earnings lo offset olher pension costs resulfing in a lower NPPC. 

10 By allowing the inclusion of the pension asset in rate base, ratepayers may 

11 benefit from relatively lower cost of capital. If the Company is not allowed a 

12 return on the pension asset in rale base or is nol allowed lo restore equity for the 

13 AOCI for ratemaking purposes, these changes would likely negatively impact the 

14 total debt/total capital and funds from operafions interest coverage ratios. As 

15 discussed further by Ms. Sekimura in section T-17, if the Company is denied 

16 either aspect of regulatory support, it would result in lower operafing income. 

17 Further, this regulatory treatment would presumably be applied to HECO and 

18 HELCO which would also result in lower operating income al HECO and 

19 HELCO. The consolidated impact of this lack of regulatory support would result 

20 in credit quality degradafion, which could result in higher cost of capital. 

21 Moreover, ratepayers benefit from an adequately funded pension plan. 

22 Adequate funding reduces the risk that, in the future, MECO will be required to 

23 make a contribution to the pension plan at a time when the Company may not 

24 have funds available or access to capital markets to contribute to the pension. If 

25 the pension plan is not adequately funded, the Company may be required under 
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1 ERISA or under IRC lo make fund contributions. Minimum fund contribufion 

2 requirements may come al a lime when the Company has other significant capital 

3 requirements or when capital markets are constrained. Maintaining an adequately 

4 funded pension plan preserves the financial flexibility of having discretion over 

5 the liming of fund contributions. Conversely, inadequate funding of the pension 

6 plan could adversely impact the Company's credit quality, which would 

7 ulfimately result in higher financing costs, which would not benefit ratepayers. 

8 If the Company is not allowed a return on the pension asset in rate base, the 

9 benefits to ratepayers would be double-counted since the ratepayers would have 

10 the benefils of relafively lower NPPC (resulfing from the fund contributions) and 

11 lower capital projecl costs due to the lower NPPC, but would not be paying for the 

12 cost of making the fund contribufions. 

13 (3) Other Jurisdictions 

14 Q. Have other jurisdicfions addressed the subject of the recovery of the pension 

15 asset? 

16 A. Yes. This subject has been discus.sed in the opening and reply briefs of the parties 

17 in HECO's lest year 2005 rate case (Docket No. 04-0! 13). 

18 Pension and OPEB Summary 

19 Q. How should pension and OPEBs be reflected for ratemaking purposes? 

20 A. All of the components for accounling for pension and OPEBs should be reflected 

21 for ratemaking purposes. The NPPC and NPBC as determined under SFAS Nos. 

22 87 and 106 should confinue to be used in determining the annual costs of pension 

23 and OPEB plans. In addition, the cumulative investor-supplied pension fund 

24 contributions in excess of the cumulative pension cosls recognized, nel of the 

25 deferred taxes, should be included in rate base. As discussed, the implementation 
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1 of SFAS No. 158 has had no impact on the cumulafive investor contribufions and 

2 the cumulative NPPC (or NPBC), such that the nel impact lo rate base of the 

3 SFAS No. 158 required pension AOCI charge, net of the deferred taxes, and 

4 pension liability is essentially the net pension asset amount. Investors have 

5 provided the cash to the pension fund, the contributions were prudent and 

6 ratepayers have benefited from the pension asset. Inclusion of the pension asset in 

7 rate base will fairly compensate investors for the funds they have advanced for the 

8 funding of the pension. 

9 

10 ABANDONED CAPITAL PROJECT COSTS 

11 Q. Whal is an abandoned capital projecl? 

12 A. An abandoned capita! project is one in which a "no go" decision is made during 

13 the time the project cosls are classified as Conslrucfion Work in Progress, i.e. a 

14 "no go" decision is made sometime during the detailed engineering through 

15 construction complefion stages of the project's life cycle A project is al.so 

16 considered to be abandoned if the project is significantly delayed at management's 

17 discrefion, i.e. delayed generally for more than two years. 

18 Q. How are abandoned project costs treated? 

19 A. Under normal circumstances, the costs of abandoned capital projects are charged 

20 to appropriate operafion and maintenance expense accounl(s). unless the cosls 

21 result in items that have future value. If any of the cosls represent items that have 

22 fulure value, e.g. assets thai are usable on another capital projecl, the related costs 

23 are transferred to the olher project or to olher accounts (e.g. inventory in the case 

24 of stock material) as appropriate. 

25 Q. Whal happens if a projecl is abandoned under unusual circumstances? 
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1 A. If a capital projecl is abandoned and unusual circumstances exist, the Company 

2 may seek PUC approval for special accounting and ratemaking treatment as 

3 appropriate under the circumstances. 

4 Q. Is there a more detailed descripfion of how the Company accounts for capita! 

5 project cosls? 

6 A. Yes. The Company's policy is provided in MECO-926. 

7 Q. Why is an adjusiment for abandoned capital project costs necessary? 

8 A. The Company expects that capital projects will be abandoned from fime to fime, 

9 and that the related costs incurred will be written off to expense. However, the 

10 Company's Operating Budget does not normally include O&M expense estimates 

11 for specific abandoned project cosls since budget preparers do not generally 

12 contemplate that projects will be abandoned. Therefore, an adjustment to the 

13 Company's 2007 Operafing Budget is necessary to include in revenue 

14 requirements a reasonable amount for abandoned project costs since such costs are 

15 expected to be incurred. 

16 Q. How were the adjustment amounts for abandoned capital project costs 

17 deiermined? 

18 A. The adjustment amounts represent the four-year average of actual abandoned 

19 capital projecl cost write-offs from 2002 through 2005. See MECO-927. Note 

20 that the Company implemented ils current practice of tracking abandoned project 

21 costs in 2002. As such, data prior to 2002 was not available, which necessitated 

22 limifing the calculafion of the 2007 test year estimate lo a four-year average. 

23 Q. How are the adjustment amounts presented in the Company's 2007 test year 

24 estimates? 
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1 A. The adjustment amounts, totaling approximately $104,900, were provided to Mr. 

2 Andrew Herrera (MECO T-6) for inclusion in the test year esfimaies he covers, 

3 based on the historical accouni numbers that were charged with the write-offs. In 

4 other words, the Company assumed that fulure abandoned project costs will be 

5 written off lo the various NARUC expense accounts in amounts equal to the 

6 averages of amounts recorded from 2002 to 2005. 

7 COMPUTER SOFTWARE DEVELOPMENT COSTS 

8 Q. What directive has the Commission issued regarding the ratemaking treatment for 

9 computer software development cosls? 

10 A. In Decision and Order No. 18365 (Docket No. 99-0207, HELCO's test year 2000 

! 1 rate ca.se), the Commission ruled that its pre-approval is required before any 

12 computer software development projecl costs may be deferred and amortized for 

13 ratemaking purpo.ses. 

14 Q. How is the Company currenfiy recording the costs of computer software 

15 development projects? 

16 A. In accordance with the Commission's ruling in Docket No. 99-0207, the Company 

17 is expensing as incurred, for ratemaking purposes, all computer software 

18 development projecl cosls, unless prior Commission approval is obtained lo defer 

19 and amorfize ceriain project costs. 

20 Q. If Commission approval is obtained lo defer and amortize certain project costs, 

21 how is the Company curtenfiy recording computer software development costs? 

22 A. The Company's current accounfing policy with respect lo computer software 

23 development costs, which is the same policy used by HECO and HELCO, is 

24 provided in MECO-924. The policy, updaied as of April 1, 2006, is consistent 

25 with the accounling treatment specified in the stipulated agreement approved by 

http://ca.se
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1 the Commission in the Customer Information Syslem (CIS) docket (Docket No. 

2 04-0268, Decision & Order No. 21798 dated May 3, 2005) and in HECO's Outage 

3 Management System (OMS) docket. As a result of those dockets, the previous 

4 policy was updaied lo incorporate more of the details of implementing the policy. 

5 The Company's policy is also consistent with the American Institute of 

6 Cerfified Public Accountants' Statement of Posifion 98-1 (SOP 98-1) -

7 Accounfing for the Costs of Computer Software Developed or Obtained for 

8 Internal Use, issued in March 1998, and Emerging Issues Task Force (EITF) Issue 

9 97-13 - Accounling for Costs Incurred in Connection with a Consulting Contract 

10 or an Internal Project That Combines Business Process Reengineering and 

11 Informafion Technology Transformation, di.scussed by the EITF on November 20, 

12 1997. 

13 Q. What specific details were incorporated into the policy as a result of the stipulated 

14 agreements? 

15 A. In the sfipulaled agreements, the Companies agreed to work with the Consumer 

16 Advocate to idenfify costs related to process reengineering, and agreed that such 

17 costs would be expensed as incurted. In addition, MECO and the Consumer 

18 Advocate agreed that ceriain overhead cosls relaled to energy delivery, cuslomer 

19 insiallafions and corporate administrafion, which would be included in the 

20 deferred costs as the currenl ELLIPSE syslem includes such costs as pari of the 

2! normal overhead calculation process, should be expensed in accordance with SOP 

22 98-1. 

23 Q. Please summarize how the costs are treated under the policy. 

24 A. In summary, software development projects can be segregated inlo three stages as 

25 follows: 
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1 1. Preliminary Project Stage (Stage I) - includes conceptual formulation 
2 of software alternatives, evaluation of the alternatives, determination of 
3 the existence of needed technology, and final .selection of alternatives, 
4 and if necessary, selection of a consultani to assist in Ihe 
5 development/installation. These costs are expensed as incurred. 
6 
7 2. Application Development Stage (Stage II) - includes the design of a 
8 chosen path, including software configurafion and software interface, 
9 coding, software installafion, and testing of the software and parallel 

10 processing. Certain internal and external costs incurred during this stage 
11 should be capitalized (i.e., charged to a deferred account.) However, 
12 external and internal training costs, as well as certain conversion cosls, 
13 are charged to expense. 
14 
15 3. Post-lmplemenlation/Operation Stage (Stage III) - includes training 
16 and application maintenance. Internal and external costs incurted during 
17 this stage should be charged to expense as incurred. 
18 
19 4. Allowance for funds used during construction ("AFUDC") would be 
20 applied to the deferted project costs during Stage II. The deferred costs 
21 would be amortized over a straight-line basis over the useful life of the 
22 software (or such olher amortization period as the Commission 
23 determines lo be reasonable) beginning the month following when the 
24 software is ready for intended use. Generally, the software is ready for 
25 intended use after substantial testing is completed. 
26 
27 5. Similar to the un-deprecialed costs of capitalized plant and 
28 equipment, the unamortized costs of computer .software development 
29 projects should be included in the calculation of rale base Rale base 
30 treatment is appropriate because investors have provided the funds up 
31 front lo develop the computer software system and should be allowed lo 
32 earn a fair reiurn on their unamortized investments. 
33 
34 6. Under the current Company policy, the costs of projects estimated al 
35 less than $500,000 are expensed as incurted based on immateriality, even 
36 though some of the cosls could theoretically be capitalized. For purposes 
37 of MECO's Test Year 2007 esfimaies, the cosls of projects estimated at 
38 less than $500,000 were assumed to be expensed. This is consistent with 
39 the treatment for costs in Docket No. 04-0113, HECO's pending rate 
40 case. The parties in the proceeding did nol object lo such treatment for 
41 software development costs below $500,000. 

42 Q. Has the Commission approved the defcrtal and amortization of computer software 

43 development costs for certain projects? 

44 A. Yes, the Commission has approved in Decision and Order No. 21798 in Docket 

45 No. 04-0268, issued May 3, 2005, the request of HECO, HELCO and MECO (as 
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1 modified by the stipulafion with the Consumer Advocate) to defer certain 

2 computer software development costs for the Customer Information Syslem 

3 ("CIS") project, accumulate AFUDC on the deferted costs during the defertal 

4 period, amortize the deferted cosls over a twelve year period, and include the 

5 unamortized deferred costs in rate base. In addition the Commission has approved 

6 in Decision and Order No. 21899 in Docket No. 04-0131, issued June 30, 2005, 

7 HECO's request (as modified by the stipulation with the Consumer Advocate) to 

8 defer certain software development costs for HECO's Outage Management 

9 System ("OMS") project, accumulate AFUDC on the deferred costs during the 

10 deferral period, amorfize the deferred costs over a twelve year period, and include 

11 the unamortized deferred cosls in rale base. HECO, HELCO and MECO have 

12 also requested, in Docket No. 2006-0003, approval to defer certain software 

13 development cosls for the Human Resources Suite Syslem ("HR Suite") projecl, 

14 accumulate AFUDC on the deferred costs during the defertal period, amortize the 

15 deferred costs over a twelve year period, and include the unamortized deferred 

16 cosls in rate ba.se. The Consumer Advocate has indicated that it does not object to 

17 the approval of the application. However, il has several concerns and has 

18 recommended several conditions to address those concerns. The Companies and 

19 the Consumer Advocate reached an agreement, memorialized in ajointly issued 

20 letter lo the Commission dated January 25, 2007, which addresses the CA's 

21 concerns in that proceeding. 

22 Q. How are the cosls for the CIS projecl reflected in the lest year estimates? 

23 A. As described by Ms. Sharon Suzuki in MECO T-7, the CIS projecl is expected lo 

24 be completed in eariy 2008. During 2007, the project will be in stage II, and costs 

25 incurted for the project are either expensed or deferted (with relaled AFUDC) 

http://ba.se
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1 depending on the type of work performed. Since Ihe project will not be ready for 

2 use by the end of the test year, the deferted cosls are budgeted lo accme AFUDC 

3 and are not included in rate ba.se. No amortizafion expense is included in the test 

4 year for the CIS project. 

5 Q. How are the costs related to the HR Suite projecl reflected in the lest year 

6 estimates? 

7 A. As described by Ms. Julie Price in MECO T-10, Phase 1 of the HR Suite project is 

8 expected to be completed in November 2(X)7. The deferred costs for Phase 1 of 

9 the HR Suite projecl (including AFUDC) are estimated al $469,600, which will be 

10 amortized over a twelve year period beginning December 2007, the month 

11 following the completion of Phase 1. Amortization expense for 2007 amounts lo 

12 $3,300. The estimated unamortized balance at December 31, 2007 for the HR 

13 Suite project amounts to $466,300, as shown in MECO-925 and is included in the 

14 yearend rale ba.se as discussed by Ms. Gayle Ohashi in MECO T-15. 

15 

16 SUMMARY 

17 Q. Please summarize your testimony. 

18 A. The Test Year 2007 normalized amounts which the Company has demonstrated to 

19 be fair and reasonable in this docket include the following: 

20 

21 Description Test Yr. Estimates 

22 Administrative and General Expenses $ 13,559,700 

23 Computer Software Develop Costs 
24 Amortization expense for 2007 $ 3,300 
25 Unamortized System Development costs 12/31/06 $ 0 
26 Unamortized Syslem Development costs 12/31/07 $ 466,300 
27 

http://ba.se
http://ba.se
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1 Abandoned Capital Project Cosls $ 104,900 

2 
3 Net Pension Asset 
4 Balance al 12/31/06 $5,223,000 
5 Balance al 12/31/07 $ 1,419,000 
6 
7 Nel OPEB Asset 
8 Balance al 12/31/06 $ 0 
9 Balance al 12/31/07 $ 0 

10 
11 

12 The $3,300 with respect lo the Amortizafion of Computer System Software 

13 Development costs represents the amortization expense during 2007 related to the 

14 HR Suites projecl, which is expected to be ready for use in 2007. The $104,900 

15 with respect to abandoned capital project costs represents the historical average of 

16 abandoned project cost write-offs, which would not otherwise be included in the 

17 Company's test year esfimaies as forecasters do not generally contemplate that 

18 projects will be abandoned. See Mr. Herrera's testimony at MECO T-6 for further 

19 detail. 

20 With respect to the pension and OPEB plans, all of the components for 

21 accounling for pension and OPEBs should be reflected for ratemaking purposes. 

22 The NPPC and NPBC as determined under SFAS Nos. 87 and 106, respecfively, 

23 should continue lo be used in determining the annual costs of the pension and 

24 OPEB plans. In addition, the cumulative investor-supplied pension fund 

25 contribufions in excess of the cumulative pension costs recognized, net of the 

26 deferred taxes, should be included in rate base. As discussed above, the net 

27 impact to rale base of the pension AOCI charge, nel of the deferred taxes, and 

28 pension liability is essentially the net pension asset amounl. Investors have 

29 provided the cash lo the pension fund, the contributions were prudent and 

30 ratepayers have benefited from the nel pension asset. Inclusion of the net pension 
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1 asset in rate base will fairly compensate investors for the funds they have 

2 advanced for the funding of the pension. 

3 Q. Whal other accounting and ratemaking treatment is the Company requesting of the 

4 Commission in this docket? 

5 A. The Company is asking the Commission to specifically reaffirm, in its Decision 

6 and Order in this docket, the confinued use of the pay-as-you-go method of 

7 accounting for post-employment benefit cosls. Please see the earlier discussion 

8 with respect to SFAS No. 112 under Employee Benefits. 

9 Q. Does this conclude your tesfimony? 

10 A. Yes, it does. 



MECO-900 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

LYLE J. MATSUNAGA 

EDUCATIONAL BACKGROUND AND EXPERIENCE 

Business Address: 

Current Posifion: 

Years of Service: 

Maui Electric Company, Limited 
210 West Kamehameha Ave. 
Kahului, HI 96732 

Manager of Accounfing 

7 years 

Education: 

Professional License: 

University of Washington 
Masters of Business Administrafion 
Bachelor of Arts - Economics 

Certified Public Accountant (not in public practice) 
State of Hawaii 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 1 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

MAUI DIVISION 

ADMINISTRATIVE 
920 ADMIN & GENL EXP - LABR 

LABOR 
NON-LABOR 

TOTAL 920 

921 ADMIN & GENL EXP - NLABR 
LABOR 
NON-LABOR 

TOTAL 921 

922 ADMIN EXP TRANSFERRED 
NON-LABOR 

OPERATING 
BUDGET 

1,835.6 
681.1 

2,516.7 

247.6 
657.8 

905.4 

(938.9) 

TOTAL 922 (938.9) 

BUDGET 
ADJ 

RATE CASE 
ADJ 

(280.1) 

(339.8) 

(339.8) 

(8.1) 

(8.1) 

NORM 
ADJ 

TEST YEAR 
ESTIMATE 

1,835.6 
341.3 

5.4 

5.4 

2,176.9 

247.6 
655.1 

902.7 

:i,2l9.0) 

(280.1) (1,219.0) 

ADMINISTRATIVE - TOTAL 
LABOR 
NON-LABOR 

TOTAL 

2.083.2 
400.0 

2.483.2 

(280.1; 

(280.1) 

(347.9) 

(347.9) 

5.4 

5.4 

2.083.2 
(222.6) 

1.860.6 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 2 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10008) 

MAUI DIVISION 

OPERATING 
BUDGET 

OUTSIDE SERVICES 
923010 OUTSIDE SERVICES - LEGAL 

NON-LABOR 20.1 

TOTAL 923010 20.1 

BUDGET 
ADJ 

_ 

RATE CASE 
ADJ 

. 

NORM 
ADJ 

. 

TEST YEAR 
ESTIMATE 

20.1 

20.1 

923020 OUTSIDE SERVICES - OTHER 
NON-LABOR 88.1 

TOTAL 923020 88.1 

88.1 

88.1 

923030 OUTSIDE SERVICES - ASSOC CO 
NON-LABOR 2.055.2 

TOTAL 923030 2.055.2 
B 1.0 (120.2) (61.1) 1.874.9 

1.0 (120.2) (61.1) 1,874.9 

TOTAL OS SVCS 2,163.4 1.0 (120.2) (61.1) 1,983.1 
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TEST YEAR 2007 ($10005) 

MAUI DIVISION 
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INSURANCE 
924 PROPERTY INSURANCE 

LABOR 
NON-LABOR 

TOTAL 924 

925 INJURIES & DAMAGES 
LABOR 
NON-LABOR 

TOTAL 925 

INSURANCE-TOTAL 
LABOR 
NON-LABOR 

TOTAL 

OPERATING 
BUDGET 

-
750.3 

750.3 

268.4 
1,042.8 

1,311.2 

268.4 
1,793.1 

2.061.5 

BUDGET 
ADJ 

-

-

-
-
-

RATE CASE 
ADJ 

-

-

-
-
-

NORM 
ADJ 

-

-

-
-
_ 

TEST YEAR 
ESTIMATE 

-
750.3 

750.3 

268.4 
1,042.8 

1,311.2 

268.4 
1.793.1 

2.061.5 
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MAUI DIVISION 
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OPERATING 
BUDGET 

BUDGET 
ADJ 

RATE CASE 
ADJ 

NORM 
ADJ 

TEST YEAR 
ESTIMATE 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS AND BENEFITS 

LABOR 80.1 C 
NON-LABOR 7,905.6 C.D.E, 1 

TOTAL 926000 7,985.7 

926010 EMPL BENEFITS -FLEX CREDITS 
NON-LABOR 

TOTAL 926010 

926020 EMPL BENEFITS - TRANSFER 
NON-LABOR (2,237.4) F.G 

TOTAL 926020 (2.237.4) 

(5.5) 
(523.3) 

(528.8) 

-

259.6 

259.6 

(57.9) 

(57.9) 

-

. 

(18.7) 

(18.7) 

-

-

74.6 
7,305.7 

7.380.3 

-

-

(1.977.8) 

(1.977.8) 

EMPLOYEE BENEFITS - TOTAL 
LABOR 
NON-LABOR • 

TOTAL 

80.1 
5.668.2 

5,748.3 

(5.5) 
(263.7) 

(269.2) 

(57.9) (18.7) 

(57.9) (18.7) 

74.6 
5,327.9 

5.402.5 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

MAUI DIVISION 

OPERATING 
BUDGET 

BUDGET RATE CASE NORM TEST YEAR 
ADJ ADJ ADJ ESTIMATE 

OTHER ADMIN & GENL 
928 REGULATORY COMMISSION EXPENSES 

NON-LABOR 

TOTAL 928 

341.8 

341.8 

341.8 

341.8 

9301 INSTITUTN/GOODWILL ADVERT EXP 
LABOR 
NON-LABOR 

TOTAL 9301 

2.7 

2.7 

9302 MISCELLANEOUS GENERAL EXPENSES 
LABOR 19.4 
NON-LABOR 771.0 

TOTAL 9302 

931 RENT EXPENSE - A&G 
NON-LABOR 

TOTAL 931 

790.4 

6.0 

6.0 

H 7.3 (20.7) 

7.3 (20.7) 

2.7 

2.7 

19.4 
757.6 

777.0 

6.0 

6.0 

932 ADMIN AND GENL MAINTENANCE 
LABOR 
NON-LABOR 114.4 

TOTAL 932 114.4 

114.4 

114.4 

OTHER A&G - TOTAL 
LABOR 
NON-LABOR 

TOTAL 

TOTAL A&G O&M 

19.4 
894.1 

913.5 

7.3 

7.3 

(20.7) 

(20.7) 

341.8 

341.8 

19.4 
1,222.5 

1,241.9 

13.369.9 (541.0) (546.7) 267.4 12,549.6 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10005) 

LANAI DIVISION 

OPERATING 
BUDGET 

ADMINISTRATIVE 
92000 ADMIN & GENL EXP - LABR 

LABOR 
NON-LABOR 

TOTAL 92000 

92100 ADMIN & GENL EXP - NLABR 
LABOR 
NON-LABOR 

TOTAL 92100 

92201 ADMIN EXP TFRD TO CONSTR 
NON-LABOR 

BUDGET 
ADJ 

-

-

RATE CASE 
ADJ 

-

-

NORM 
ADJ 

-

-

TEST YEAR 
ESTIMATE 

-
-

-

-
-

-

-

TOTAL 92201 

ADMINISTRATIVE - TOTAL 
LABOR 

NON-LABOR 

TOTAL 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 7 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10005) 

LANAI DIVISION 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OUTSIDE SERVICES 
923010 OUTSIDE SERVICES - LEGAL 

NON-LABOR 

TOTAL 923010 

923020 OUTSIDE SERVICES - OTHER 
NON-LABOR 

TOTAL 923020 

923030 OUTSIDE SERVICES - ASSOC CO 
NON-LABOR 

TOTAL 923030 

TOTAL OS SVCS 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

LANAI DIVISION 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

INSURANCE 
924 PROPERTY INSURANCE 

LABOR 
NON-LABOR 

TOTAL 924 

925 INJURIES & DAMAGES 
UBOR 
NON-LABOR 

TOTAL 925 

INSURANCE-TOTAL 
LABOR 
NON-LABOR 

TOTAL 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

LANAI DIVISION 

OPERATING 
BUDGET 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS AND BENEFITS 

LABOR C 
NON-LABOR - C 

TOTAL 926000 

926010 EMPL BENEFITS - FLEX CREDITS 
NON-LABOR 

BUDGET 
ADJ 

2.2 
209.2 

211.4 

RATE CASE 
ADJ 

-

NORM 
ADJ 

-

TEST YEAR 
ESTIMATE 

2.2 
209.2 

211.4 

-

TOTAL 926010 

926020 EMPL BENEFITS - TRANSFER 
NON-LABOR 

TOTAL 926020 

EMPLOYEE BENEFITS - TOTAL 
LABOR 
NON-LABOR 

(57.0) (57.0) 

(57.0) 

2.2 
152.2 

(57.0) 

2.2 
152.2 

TOTAL 154.4 154.4 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 10 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

LANAI DIVISION 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OTHER ADMIN & GENL 
928 REGULATORY COMMISSION EXPENSES 

NON-LABOR -__ •__ 

TOTAL 928 . . . . . 

9301 INSTITUTN/GOODWILL ADVERT EXP 
LABOR 
NON-LABOR •__ -__ 

TOTAL 9301 - . . . . 

9302 MISCELLANEOUS GENERAL EXPENSES 
LABOR 
NON-LABOR 90.0 A 96.1 186.1 

TOTAL 9302 90.0 96.1 - - 186.1 

931 RENT EXPENSE - A&G 
NON-LABOR 2 _ -

TOTAL 931 . . . . -

932 ADMIN AND GENL MAINTENANCE 
LABOR 
NON-LABOR 3.2 32_ 

TOTAL 932 3.2 . . . 3.2 

OTHER A&G TOTAL 
LABOR - . . . . 
NON-LABOR 93.2 96.1 - _ - 189.3 

TOTAL 93.2 96.1 - - 189.3 

TOTAL A&G O&M 93.2 250.5 - - 343.7 
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MAUI ELECTRIC COMPANY. INC. 
TEST YEAR 2007 ($10003) 

MOLOKAI DIV 

ADMINISTRATIVE 
92000 ADMIN & GENL EXP - LABR 

LABOR 
NON-LABOR 

TOTAL 92000 

92100 ADMIN & GENL EXP - NLABR 
LABOR 
NON-LABOR 

TOTAL 92100 

OPERATING 
BUDGET 

11.5 

11.5 

1.8 
7.6 

9.4 

BUDGET 
ADJ 

-

. 

RATE CASE 
ADJ 

-

. 

NORM 
ADJ 

-

. 

TEST YEAR 
ESTIMATE 

11.5 
-

11.5 

1.8 
7.6 

9.4 

92201 ADMIN EXP TFRD TO CONSTR 
NON-LABOR - -__ 

TOTAL 92201 - . . . . 

ADMINISTRATIVE - TOTAL 
LABOR 13.3 - . - 13.3 

NON-LABOR 7 ^ - -__ - 7 ^ 

TOTAL 20.9 - - - 20.9 
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MAUI ELECTRIC COMPANY. INC. 
TEST YEAR 2007 ($10003) 

MOLOKAI DIV 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OUTSIDE SERVICES 
923010 OUTSIDE SERVICES - LEGAL 

NON-LABOR 

TOTAL 923010 

923020 OUTSIDE SERVICES - OTHER 
NON-LABOR 

TOTAL 923020 

923030 OUTSIDE SERVICES - ASSOC CO 
NON-LABOR 

TOTAL 923030 

TOTAL OS SVCS 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

MOLOKAI DIV 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

INSURANCE 
924 PROPERTY INSURANCE 

LABOR 
NON-LABOR 

TOTAL 924 

925 INJURIES & DAMAGES 
LABOR 
NON-LABOR 

TOTAL 925 

INSURANCE-TOTAL 
LABOR 
NON-LABOR 

TOTAL 



MAUI ELECTRIC COMPANY. INC. 
TEST YEAR 2007 ($10003) 

MOLOKAI DIV 
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OPERATING 
BUDGET 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS AND BENEFITS 

LABOR C 
NON-LABOR - C 

TOTAL 926000 

926010 EMPL BENEFITS - FLEX CREDITS 
NON-LABOR 

TOTAL 926010 

926020 EMPL BENEFITS - TRANSFER 
NON-LABOR - G 

TOTAL 926020 

EMPLOYEE BENEFITS - TOTAL 
LABOR 

NON-LABOR 

BUDGET 
ADJ 

3.3 
325.4 

328.7 

-

(88.7) 

(88.7) 

3.3 

236.7 

RATE CASE 
ADJ 

-

-

-

-

-

NORM 
ADJ 

-

-

-

-

-

TEST YEAR 
ESTIMATE 

3.3 
325.4 

328.7 

-

-

(88.7) 

(88.7) 

3.3 

236.7 

TOTAL 240.0 240.0 



TOTAL 931 

932 ADMIN AND GENL MAINTENANCE 
LABOR 
NON-LABOR 

TOTAL 932 

OTHER A&G - TOTAL 
LABOR 
NON-LABOR 

TOTAL 

-

11.1 
29.8 

40.9 

11.7 
209.8 

221.5 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

MOLOKAI DIV 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OTHER ADMIN & GENL 
928 REGULATORY COMMISSION EXPENSES 

NON-LABOR -__ -__ 
TOTAL 928 . . . . . 

9301 INSTITUTN/GOODWILL ADVERT EXP 
LABOR 
NON-LABOR -__ -

TOTAL 9301 - . . . . 

9302 MISCELLANEOUS GENERAL EXPENSES 
LABOR 0.6 0.6 
NON-LABOR 180.0 A 184.0 364.0 

TOTAL 9302 180.6 184.0 , - - 364.6 

931 RENT EXPENSE - A&G . 
NON-LABOR 

11.1 
29.8 

40.9 

11.7 
184.0 - - 393.8 

184.0 - - 405.5 

TOTAL A&G O&M 242.4 424.0 - - 666.4 
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MAUI ELECTRIC COMPANY. INC. 
TEST YEAR 2007 ($10005) 

TOTAL COMPANY 

ADMINISTRATIVE 
92000 ADMIN & GENL EXP - LABR 

LABOR 
NON-LABOR 

TOTAL 92000 

92100 ADMIN & GENL EXP - NLABR 
LABOR 
NON-LABOR 

TOTAL 92100 

92201 ADMIN EXP TFRD TO CONSTR 
NON-LABOR 

TOTAL 92201 

ADMINISTRATIVE - TOTAL 
LABOR 
NON-LABOR 

OPERATINC 
BUDGET 

1,847.1 
681.1 

2,528.2 

249.4 
665.4 

914.8 

(938.9) 

(938.9) 

2,096.5 
407.6 

BUDGET 
ADJ 

-

-

-

-

-

-

(280.1) 

(280.1) 

-

(280.1) 

RATE CASE 
ADJ 

-

(339.8) 

(339.8) 

-

(8.1) 

(8.1) 

-

-

-

(347.9) 

NORM 
ADJ 

-

-

-

. 

5.4 

5.4 

-

-

-

5.4 

TEST YEAR 
ESTIMATE 

1.847.1 
341.3 

2,188.4 

249.4 
662.7 

912.1 

(1,219.0) 

(1,219.0) 

2.096.5 
(215.0) 

TOTAL ADMINISTRATIVE 2,504.1 (280.1) (347.9) 5.4 1,881.5 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 17 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10005) 

TOTAL COMPANY 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OUTSIDE SERVICES 
923010 OUTSIDE SERVICES - LEGAL 

NON-LABOR 20.1 - - - 20.1 

TOTAL 923010 20.1 - - - 20.1 

923020 OUTSIDE SERVICES - OTHER 
NON-LABOR 88.1 - - - 88.1 

TOTAL 923020 88.1 - - - 88.1 

923030 OUTSIDE SERVICES - ASSOC CO 
NON-LABOR 2,055.2 ^ (120.2) (61.1) 1,874.9 

TOTAL 923030 2,055.2 1.0 (120.2) (61.1) 1,874.9 

TOTAL OS SVCS 2,163.4 1.0 (120.2) (61.1) 1.983.1 



MECO-901 
DOCKET NO. 2006-0387 

PAGE 18 OF 22 

MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10005) 

TOTAL COMPANY 

OPERATING BUDGET 
BUDGET ADJ 

RATE CASE 
ADJ 

NORM 
ADJ 

TEST YEAR 
ESTIMATE 

INSURANCE 
924 PROPERTY INSURANCE 

LABOR 
NON-LABOR 

TOTAL 924 

750.3 

750.3 

750.3 

750.3 

925 INJURIES & DAMAGES 
LABOR 
NON-LABOR 

TOTAL 925 

268.4 
1,042.8 

1,311.2 

268.4 
1,042.8 

1,311.2 

INSURANCE-TOTAL 
LABOR 
NON-LABOR 

TOTAL 

268.4 
1.793.1 

2,061.5 

268.4 
1,793.1 

2,061.5 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10005) 

TOTAL COMPANY 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS AND BENEFITS 

LABOR 80.1 - - - 80.1 
NON-LABOR 7.905.6 11.3 (57.9) (18.7) 7,840.3 

TOTAL 926000 7.985.7 11.3 (57.9) (18.7) 7,920.4 

926010 EMPL BENEFITS -FLEX CREDITS 
NON-LABOR - - - -

TOTAL 926010 - . . . 

926020 EMPL BENEFITS - TRANSFER 
NON-LABOR (2.237.4) 113.9 - - (2,123.5) 

TOTAL 926020 

EMPLOYEE BENEFITS - TOTAL 
LABOR 
NON-LABOR 

(2,237.4) 

80.1 
5.668.2 

113.9 

125.2 (57.9) (18.7) 

(2,123.5 

80.1 
5,716.8 

TOTAL 5.748.3 125.2 (57.9) (18.7) 5,796.9 
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MAUI ELECTRIC COMPANY, INC. 
TEST YEAR 2007 ($10003) 

TOTAL COMPANY 

OPERATING BUDGET RATE CASE NORM TEST YEAR 
BUDGET ADJ ADJ ADJ ESTIMATE 

OTHER ADMIN & GENL 
928 REGULATORY COMMISSION EXPENSES 

NON-LABOR - -___ -__ 341.8 341.8 

TOTAL 928 . . . 341.3 341.8 

9301 INSTITUTN/GOODWILL ADVERT EXP 
LABOR . . . . 
NON-LABOR 2.7 - - - 2.7 

TOTAL 9301 2.7 - - - 2.7 

9302 MISCELLANEOUS GENERAL EXPENSES 
LABOR 20.0 - - - 20.0 
NON-LABOR 1,041.0 287.4 (20.7) - 1,307.7 

TOTAL 9302 1,061.0 287.4 (20.7) - 1,327.7 

931 RENT EXPENSE - A&G 
NON-LABOR 6.0 - -__ - 6 £ 

6.0 

11.1 
147.4 

TOTAL 931 

932 ADMIN AND GENL MAINTENANCE 
LABOR 
NON-LABOR 

TOTAL 932 

OTHER A&G-TOTAL 
LABOR 
NON-LABOR 

TOTAL 

6.0 

11.1 
147.4 

158.5 

31.1 
1.197.1 

1,228.2 

158.5 

31.1 
287.4 (20.7) 341.8 1,805.6 

287.4 (20.7) 341.8 1.836.7 

TOTAL A&G O&M 13,705.5 133.5 (546.7) 267.4 13,559.7 
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MAUI ELECTRIC COMPANY, INC. 
ADMINISTRATIVE & GENERAL O&M EXPENSE 

TEST YEAR 2007 ($10003) 
BUDGET ADJUSTMENTS 

Description Amount 

Adjustment to allocate A&G O&M expenses to Lanai 
and Molokai Divisions. Adjustment amount available 
after operating budget finalized. 

(280. i; 

Adjustment to allocate A&G O&M expenses to Lanai 
9302L and Molokai Divisions. Adjustment amount available 

after operating budget finalized. 
96.1 

A 9302M 

Sub-total for A 

B 923.03 

Adjustment to allocate A&G O&M expenses to Lanai 
and Molokai Divisions. Adjustment amount available 
after operating budget finalized. 

Adjustment to add annual maintenance lor FOCUS 
software. Adjustment required to correct omission from 
operating budget. 

184.0 

1.0 

Adjustment to allocate employee t)enefits expense to 
926.00 Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

Adjustment to allcxiate employee benefits expense to 
926.00 Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

Adjustment to allocate employee benefits expense to 
926L Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

Adjustment to allocate employee benefits expense to 
926L Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

Adjustment to allocate employee benefits expense to 
926M Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

Adjustment to allocate employee tDenefits expense to 
926M Lanai and Molokai Divisions. Adjustment amount 

available after operating budget finalized. 

(5.5) 

(534.6) 

2.2 

209.2 

3.3 

325.4 

Sub-total for C 
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MAUI ELECTRIC COMPANY. INC. 
ADMINISTRATIVE & GENERAL O&M EXPENSE 
92202 ADMIN EXP TFRD OTH THAN CONSTR 

BUDGET ADJUSTMENTS 

Note Account Description Amount 

Adjustment to add amortization for HR Suites system 
D 926.00 development deferred costs. Adjustment amount 3.3 

available after operating budget finalized. 

Adjustment of pension and OPEB expense. 
E 926.00 Adjustment for updated estimate available after (47.0) 

Operating budget finalized. 

Adjustment of employee benefits transferred estimate. 
Adjustment to reflect budget, rate case and 
normalization adjustments to gross employee benefits 
expense. 

Adjustment to allocate employee benefits transfer to 
G 926.02 Lanai and Molokai Divisions. Adjustment amount 145,7 

available after operating budget finalized. 

Adjustment to allocate employee benefits transfer to 
G 926.02L Lanai and Molokai Divisions. Adjustment amount (57.0) 

available after operating budget finalized. 

Adjustment to allocate employee benefits transfer to 
G 926.02M Lanai and Molokai Divisions. Adjustment amount (88.7) 

available after operating budget finalized. 

Sub-total for G - _ _ 

Adjustment of EPRI annual dues. Adjustment for 
H 9302 updated estimate available after operating budget 7.3 

finalized. 

Adjustment to add post employment benefit expense. 
I 926.00 Adjustment required to correct omission from operating 55.0 

budget. 

Total Budget Adjustments 133.5 



MECO TOTAL 

Account 
A[)MIN1STATIVE 

920 ADMIN t GENL EXP - LABR 
S2CL AOMIN & GENL EXP - LABR • LANAI 
S20M AOMIN &QENL EXP-LABR-MOLOKAI 

A&O SALARIES 
azi AOMIN S GENL EXP - NLABR 

U1L AOMIN t GENL EXP - NU^BR - LMMI 
B21U ADMM a OEM. EXP - NLABR - MOLOKAI 

OFFICE SUPPUES » EXPCHSES 
B22 AOMIN EXPENSES THANSFERREO 

TOTAL A O M I M S T H A T I V E 

OUTSrPE SERVICES 
023010 LEGAL SERVICES 
023020 OTHER OUTSIDE SERVICES 
B23030 OTHER SERVICES - ASSOC CO 
0Z303L OTHER SERVICES-ASSOC CO-LAMM 
9a303M OTHER SERVICES - ASSOC CO - MOLOKAI 

TOTAL OLTTSIDE SERVICES 

INSURANCE 
924 PROPERTY nSURANCE 
025 INJURIES « DAMAGES 

B2SM INJURIES A DAMAGES - MCXOKAI 
TOTAL INSURANCE 

EMPLOYEE BENEFITS 

020000 EMPL PENSIONS a BENEFITS 
026010 EMPL BENEFITS - FLEX CREDITS 
020020 EMPL BENEFITS - TRANSFERS 

TOTAL EMPLOYEE BENERTS 

MIM^FIIAMFmiR 

B2B REGULATORY COMMISSION EXPENSES 
0301 INSTITUTWOOOOWIU. ADVERT EXP 
9302 MISCELLANEOUS GENERAL EXPENSES 
B31 RENTEXPQISE 

9302L MISC EXPENSES 0THER4ANAI 
SSOZM MISC EXPENSES OTHERMOLOKAI 

TOTAL MISCELLANEOUS 

MAINT^^ / jQE QF GE^eWRAL PLANT 
932 AOMIN AM) GENL MAINTENANCE 
e3ZL ADMW AND GENL MAINTENANCE^J^NAI 

e32M AOMIN AW) GENL WAINTENANCE-MOLOKAI 

TOTAL MAINTENANCE 

TOTAL ADMINBTBATIVE & GENERAL 

UAUI ELECTRC COMPANY. LIMITED 
AOHtNlSTRATnrE AND GENERAL EXPENSES 

Test Y M T 2007 

(STTnusands) 

* ^ ' T l l B l l l l A e m i M o a W i l l i ? f fH *#* •» ! ww* 

2.03S.0 

0.3 
19.1 

1,672.8 

14.1 

Z.105.a 

1-6 

12.0 

2.072.9 

0.3 
14.4 

22.2 

25.2 

1.460.8 

1,508.2 

340.2 
1,361.2 

JSBiL 
340.4 

07.4 

4.6 

394.0 

91.1 
1B0B 

125 3 

0.S 

31.6 

157.5 

6.614.5 

2,113.6 
1.0 

13.5 

»idgopa ftmaWT Mltfttmtnti TY20OT 

2.468.6 2.516.7 (339.8) 2,176.9 

12.4 11,5 
2.058.4 

838.6 
0^ 
7.6 

B47.4 

(766.5) 

2,139.3 

1.506.9 

474.6 

7.1 

481.7 

(901.3) 

1.167.3 

2.119.4 

513.8 
1.0 
72 

522.0 

(990.5) 

1.650.9 

2.087.6 

sao.o 

7.5 
607,4 

(994.0) 

1.701,0 

2,128-3 

631.6 

7-3 

638.9 
(913.4) 

1.853.6 

2,481.0 

(1,074.5) 

7.6 

(1,066.7) 
(B94.2) 

520.1 

2,526.2 
905,4 

B.4 

914,8 

1938,9) 

2,504,1 

(339.8) 
(2.7) 

(2.7) 

(280.1) 

(622.6) 

2,166.4 

902.7 

e.4 

912.1 

(1519.0) 

1.681.5 

46.9 

27.4 

1,471.6 

6.0 

24.0 

1,752.4 

7,0 
3.8 

1.406.0 

7.5 

27.9 
1,564.7 

0.8 
0.8 

1,906 J 

20,1 
68.1 

2.055.2 

1.545,9 1,782-4 1.4166 1,601.7 1,933-6 2.163,4 

461.4 

1,409.2 
648-5 

T05J3 

666.7 

724,1 
1.349-0 

768.6 

0.1 

713.3 

1,362.5 

750,3 
1.311,2 

1,890.6 1,3533 1,392.6 2.117.9 2,075.8 2.061.5_ 

1,472.2 

H1!I 
1,046.1 

5.225.6 

('•szeoi 
3.699.8 

4,516.6 

(1,462.6) 

3.036.0 

5,960.2 

(',826.2) 
3.734.0 

7.591.8 

(2.065.4) 

5.526.4 

7.965,7 

(2.237.4J 
5.74a.3_ 

0.8 
609.5 

94.8 
1S2.2 

2-4 

521.8 

90-1 

191-0 

3.2 
460.4 

6.1 

1B2-6 

165.6 

1.1 

631-5 

5-6 

73,0 

160.7 

2.6 

556.0 

5.8 
90.0 

180.6 

2.7 

790* 

6,0 

90.0 

180,6 

687.3 648.1 891-9 835.2 1.0M,7_ 

148-1 
13.9 
31.9 

194.2 

23.0 

25.5 

157.8 
6.4 

60.4 

1474 

14.2 

42.7 

164.6 

5.1 

46.8 

114,4 

3,2 
40,9 

193.9 242.7 224.6 204.3 238.5 158,5 

6.731.1 9,524.9 8,619.1 10,403.6 11.127.6 13,705.5_ 

(180.3) 

(180.3) 

(65.3) 

113.9 

48.6 

341.8 

(13.4) 

96.1 

184.0 

606-5 

20.1 

86.1 

1,874.9 

1,963.1 

750.3 

1.311-2 

2.0615 

7.020.4 

(2,123.5) 

5.796.9 

341,8 

Z7 

777,0 

6.0 

166.1 

364.6 

1,678.2 

114.4 

3.2 

40.9 

1585 

? S 



MAUI ELECTRIC COMPA^JY, LIMITED 
ADMINISTRATIVE AND GENERAL EXPENSES - MAUI DIVISION 

Test Year 2007 
($ Thousands) 

TOTAL OLTTSIDE SERVICES 

Anwm A«wm nwrivtlffn 
ADMINISTATIVF 

B20 ADMIN & GENL EXP - LABR 
921 ADMIN & GENL EXP - NLA8R 
922 ADMIN EXPENSES TRANSFERRED 

TOTAL ADMINISTRATIVE 

OUTSIDE SERVICES 
923010 LEQAL SERVICES 
B23020 OTHER OUTSIDE SERVICES 
923030 OTHER SERVICES • ASSOC CO 

AfiyiLifiSl 

2,039.0 
839.6 

(766.5) 
2,112.1 

22.2 
25.2 

1,460.8 

Acturi2002 

1.572.8 
474.6 

(901.3) 
1,146.1 

46.9 
27.4 

1.471.6 

laasauaa 

2.105.B 
513.8 

(990.5) 
1,629.1 

6.0 
24.0 

1.752.4 

AtiiaL2fifil 

2,072.9 
599.9 

(994.0) 
1.678.8 

7.0 
3.6 

1.406.0 

Actual 2005 

2.113.8 
631.6 

(913.4) 
1.832.0 

7.5 
27.9 

1.564.7 

anxKa 

2,468.6 
(1.074.5) 

(894,2) 
499.9 

27.4 

1.906.2 

fiuUOQZ 

2.516.7 
905.4 

(938.9) 
2,483.2 

20.1 
88.1 

2,055.2 

AdluBtrrwms 

(339.8) 
(2.7) 

(280.1) 
(622.6) 

-
-

(180.3) 

TV 2007 

2,176.9 
902.7 

(1,219.01 
1.860.6 

20.1 
88.1 

1.874.9 
1.50S.2 1,545.9 1.782.4 1.416-6 1.600.1 1.933.6 2.163.4 (180.3) 1.963.1 

INSURANCE 
924 PROPERTY INSURANCE 
B25 INJURIES & DAMAGES 

TOTAL INSURANCE 

340.2 
1.361.2 
1,701.4 

461.4 
1,409.2 

648.5 
705.3 

668.7 
724.1 

1.349.0 
768-6 

713.3 
1.362.5 

750.3 
1,311.2 

1,890.6 1,353.8 1,392,8 2.117.8 2.075.8 2.061.5 

750.3 
1.311-2 
2.061.5 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS & BENEFITS 
926010 EMPL BENEFITS - FLEX CREDITS 
926020 EMPL BENEFITS - TRANSFERS 

TOTAL EMPLOYEE BENEFITS 

406.8 

(66.4) 
340.4 

1,472.2 

(426.1) 

5.225.8 4,518.6 

1.046.1 
(1,526,0) (1.482.6) 

5.360.2 

(1,626.2) 
3.699.8 3.036.0 3,734.0 

7.591.8 

(2,065.4) 
5.526.4 

7,985.7 

(2,237.4) 
5,748.3 

(605.4) 

259.6 
(345,8) 

7.380.3 

(1.977.8) 
5,402.5 

MISCELLANEOUS 
926 REGULATORY COMMISSION EXPENSES 
9301 INSTITUTN/GOODWILL ADVERT EXP 
9302 MISCELLANEOUS GENERAL EXPENSES 
931 RENT EXPENSE 

TOTAL MISCELLANEOUS 

MAINTENANCE OF GENENRAL PLANT 
932 ADMIN AND GENL MAINTENANCE 

TOTAL MAINTENANCE 

TOTAL ADMINISTRATIVE A GENERAL 

97.4 
4.6 

394.0 
0.8 

609.5 
2.4 

521.6 
3.2 

460.4 
6.1 

1.1 
631.5 

5,6 

2.6 
556.0 

5.8 

2.7 
790.4 

6.0 

341.8 

(13.4) 

341.8 
2.7 

777.0 
6.0 

496.0 

125.3 
125.3 

6.283.4 

610.3 

148.1 
148.1 

6.387.1 

524.2 

194.2 
194.2 

9,183.5 

469.7 

157.8 
157.8 

8.151.7 

638.2 

147.4 
147.4 

10.069.5 

564.6 

184.6 
184.6 

10,764.9 

799.1 

114.4 
114,4 

13.369.9 

326.4 

. 

(820.3) 

1,127.5 

114.4 
114.4 

12.549.6 



HAUl ELECTRIC COMPANY. LIMITED 
ADMINISTRATIVE AND GENERAL EXPENSES • LANAI DIVISION 

Test Year 2007 
($ Thousands) 

Accouni Account Detcrlntlon 
ADMINISTATIVE 

920L ADMIN & GENL EXP • LABR - LANAI 
921L ADMIN 6 GENL EXP - NLABR • LANAI 

TOTAL ADMINISTRATIVE 

OUTSIDE SERVICES 
a2303L OTHER SERVICES - ASSOC CO • LANAI 

TOTAL OUTSIDE SERVICES 

FMPinYFFRFMEFITS 
926000 EMPL PENSIONS & BENEFITS 
926010 EMPL BENEFITS - FLEX CREDTTS 
926020 EMPL BENEFITS • TRANSFERS 

TOTAL EMPLOYEE BENEFITS 

MISCELIANEOUS 
9302L MISC EXPENSES OTMER-LANAI 

TOTAL MISCELLANEOUS 

MAINTENANCE nF GENENRAL PLANT 
932L ADMIN AND GENL MAINTENANCE-LANAI 

TOTAL MAINTENANCE 

TOTAL ADMINISTRATIVE & GENERAL 

ftctuai2001 Actual 2002 Actual 2003 

0.3 
0.2 
0.5 

1.6 
1.0 

0.3 

Actual 2005 

1.0 

b^jggfi pud 20(17 Adhwtmwit i TY2007 

2.6 0.3 1.0 

0-8 
0.8 

-

-

91.1 
91.1 

0.6 
0.6 

92.2 

-

-

94.8 
94.8 

13.9 
13.9 

106.7 

-

-

90.1 
90.1 

23-0 
23.0 

115.7 

-

, 

192.8 
192.8 

6.4 
6.4 

199.5 

• 

. 

73.0 
73.0 

14.2 
14.2 

69.0 

-

-

90.0 
90.0 

5.1 
5.1 

95.1 

-

90.0 
90.0 

3.2 
3.2 

93.2 

211.4 

(57.0) 
154.4 

96.1 
96.1 

-
250.5 

211.4 

(57.0) 
154.4 

186.1 
186.1 

3.2 
3.2 

343,7 



MAUI ELECTRIC COMPANY, LIMITED 
ADMINISTRATIVE AND GENERAL EXPENSES • MOLOKAI DIVISION 

Test Year 2007 
($ Thousands) 

Account Account P t ta lBaaa Actual 2001 Actual 2002 Actual 2003 Actual 2QQ4 Actual 20(ff B y d J O K BmlifiQZ Adtuatmaiits TY2007 
ADMINISTATIVE 

920M ADMIN & GENL EXP - LABR • MOLOKAI 
921M ADMIN & GENL EXP - NLABR - MOLOKAI 

TOTAL AOMINISTHATIve 

OUTSIDE SERVICES 
92303M OTHER SERVICES - ASSOC CO • MOLOKAI 

TOTAL OUTSIDE SERVICES 

INSURANCE 
925M INJURIES « DAMAGES - MOLOKAI 

TOTAL INSURANCE 

EMPLOYEE BENEFITS 
926000 EMPL PENSIONS 4 BENEFITS . . . . . , . 328.7 328,7 
926010 EMPL BENEFITS - FLEX CREDITS . - . . . 
926020 EMPL BENEFITS - TRANSFERS - • . ._ - - (88.7) (68.7) 

TOTAL EMPLOYEE BENEFITS 

MISCELLANEOUS 
9302M MISC EXPENSES OTHER-MOLOKAl 

TOTAL MISCELLANEOUS 

MAINTENANCE OF GENENRAL PLAMI 
g32M ADMIN AND GENL MAJNTEhJANCE-MOLOKAl 

TOTAL MAINTEN>WCE 

TOTAL ADMINISTRATIVE & GENERAL 

19.1 
7.8 

26.7 

-

-

14.1 
7.1 

21.2 

-

-

12.0 
7 2 

19.2 

-

-

14.4 
7.5 

21.9 

-

-

13.5 
7-3 

20.8 

0.8 
0.8 

0.1 
0.1 

12.4 
7.8 

202 

' 

' 

11.5 
9.4 

20.9 

-

• 

• 

-

-

-

11.5 
9.4 

20.9 

-

-

-

180.6 
160.6 

31.6 
31.6 

238.9 

. 

182.2 
182.2 

31.9 
31.9 

235.3 

, 

181.0 
181.0 

25.5 
25.5 

225.7 

. 

185.6 
185.6 

60.4 
60.4 

267.9 

. 

180.7 
180.7 

42.7 
42.7 

245.1 

-

180.6 
180.6 

46.8 
46.8 

247.6 

. 

180.6 
180.6 

40.9 
40,9 

242.4 

240.0 

184.0 
184.0 

-
424.0 

240.0 

364-6 
364.6 

40.9 
40.9 

666.4 
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2007 O&M 
Expense 

1 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

Accouni 

920 

920 

920 

923030 

923030 

923030 

924 

924 

925 

925 

925 

926000 

Codeblock 

M8M723MAUNENMAZ2222900 

MAB735MAUNEMOOOO798150 

MW1898MAUNENMDZZZZZ150 

MAA720MAUNENMAZ2ZZZ550 

MCA736MAUNEMOOO053055O 

MW|so|MA'fNPMMn77777^^n 

MAA951MAUNENMAZZZZ2900 

MAG951MAUNENMAZZZZZ900 

M8M953MAUNENMAZZZZZ530 

fi^AA0*inMj\nNFN'MA77777';ni 

M SP9^ 3 M A UNENM SZZZZZ530 

MAA779MAUNENMA22ZZZ509 

2006 Recti 

279,773 

8.684 

200.089 

48.020 

55.806 

4,316 

588.869 

169.209 

(484.438) 

50.000 

175.846 

4^^16.275 

Budget 

433.476 

62.283 

143J24 

208,288 

-

102.048 

•713.614 

-

-

-

330.000 

5.290.996 

Inc/rOec) 

153.703 

53J99 

(56^65) 

160,268 

(55,806) 

97.732 

124,745 

(169.209) 

484.438 

(50.000) 

154.154 

774.721 

%Inc/(Dec) 

5 5 * 

617* 

-28* 

334% 

-100* 

2264* 

21% 

-100* 

100% 

•100% 

88* 

-17* 

ExDla nation 

Increase is primarily due lo incrcaic for execuiive incentive 
compensaiion prog rams. A $339,800 rate case adjustment 
was made to exclude the cosls for such programs from the 
2007 lest year esiimaie. See discussion for account no. 920 
ai MECO T-9 for funher details. 

Increase for labor hours for work on ihe instant raie case 
proceeding for Fiscal Adminisiraior. Operalions Analyst, 
Operations Administrator and Capital Budget Analyst. 

Costs for this line item are for Informatira Services Division 
labor. The labor hours for this activity code 898 included in 
the 2007 Operating Budget were inadvenanily understated, 
while tabor hours budgeted for other aaiviiy codes 
(specifically aaiviiies 840. 843, 891, 897 and 899) were 
overstated by the same amount. However, in total, the labor 
hours and dollars included in the 2007 Operaiing Budget for 
this Division for Account No. 920 arc correa. 

Increase primarily doe to $135,000 included in 2007 
operating budget for UNIX migration. The remainder of the 
increase is due to forecast for higher inter-company billings 
from HECO for Ellipse system administration. 

Costs for this line item are for the 2(X)5 class load study. No 
costs for this study were included in ihc 2007 Operating 
Budget because studies are not perfonned annually. 

The increa« is due primarily to (a) Microsoft Enterprise 
agreemeni costs of $70,000 included in the 2007 Operaiing 
Budget bul recorded under expense clement 501 (outside 
services) in 2006; and (b) $29,600 for HECO Hclpdesk 
services included in the 2007 Operating Budget but 
recorded uinder expense element 501 (outside services) in 
2006. 

Costs for this line item are for property and boiler and 
machinery insurance premiums. As noted in the T-9 
testimony for accouni no. 924, the 2007 Operating Budget 
included estimates for increased propenyand boiler and 
machinery insurance premiums due to the hardening of 
insurance markets following Hurricane Kalrina. 

Costs for this line item arc for OCARS wriicnaffs. "ITje 2O07 
Operating Budget included an estimate of $36,678 for these 
kinds of costs, but included that estimate under a difl'erent 
codeblock accoum. MAA95IMAUNENMAZZZZZ50I. 

Costs for this line item arc for changes in workers' 
compensation loss reserve, lncrea.sc because the 2006 
recorded amounl was a net credit: the 2007 operating budget 
assumes no change in the ioss reserve. 

The 2(X)6 recorded costs for this line item were to increase 
Ihe reserve for general liability claims. No amounts were 
included in the 2007 Operating Budget. 

Cosis for this line iiem are for workers compensation costs. 
The increase in 2007 is primarily because 2006 expenses 
were unusually low compared to prior years. The 2007 
Budget estimate was based on a 5-year average of costs of 
$284,300. plus anticipated costs for indemnity .seitlemems, 
legal tees, medical expenses and disfigurement awards over 
and above amounts rcfieaed in the 5-year historical average. 

Inaeave reflcCTs change in assumptions for pension and 
OPEB costs. 

http://lncrea.sc
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ArrounI Codeblock 

14 926000 MSP778MAUNEMO00O74955O 

2007 O&M 
Expense 

2006 Reed Bud£el Inc/fPec) 

13.699 157.664 143,965 

*lnc/fDec) 
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Explonntion 

1051* lncrca.se is for estimated inter-company billing charges from 
HECO fw the HR Suites project. 

IS 926000 M SP778MAUNENM SZZZZZ509 2.242.286 2,554.038 311.752 
The increase is due to higher estimated benefits costs due to 

14* higher projected employee counts and higher projected 
premium rates. 

16 926000 MSP778MAUNENMSZZZZZ900 (255.665) (342.662) (86.997) 34% 

This line item is for benefits flex credits. The 2007 
operaiing budget for flex credits is a larger credit than the 
credit amount recorded for 2006 due to higher estimated 
employee counts and higher benefits costs. 

17 9302 MAA730MAUNENMAZZZZZ900 527 222,132 221,605 42050* 

This line item is primarily for EPRI membership dues. The 
increase reflects thai MECO was not a member in 2006. but 
has included costs in its 2007 Operating Budget for 2007 
membership dues. See MECO-919 and the discussion in 
MECO T-9 for funher detail. 

18 9302 M AA749M AUNENM AZZZZ2515 13.856 83.907 70.051 506* 

This line item is for company memberships. The increase 
refleas that MECO was not a member of EEI in 2006. but 
has included costs in its 2007 Operating Budget for 2007 
membership dues. See MECO-917 for funher detail. 

19 9302 MCN731MAUNENMCZ222Z501 (28.119) 134,500 162.619 578% 

The increase is due to net credits for research and 
development projecl costs in 2006, while the 2007 operating 
budget includes costs for a solar air conditioning projecl. 
See MECO-918 and the discussion in MECO T-9 for funher 
detail. 

20 9302 MCZ731MAUNENMCZZZZZ501 (38.056) 110.000 148.056 389% 

The increase is due to a credit recorded for 2006 compared 
to estimated research and development proeja cost 
estimates included in the 2007 operaiing budget. See 
MECO-918 and the discussion in MECO T-9 for funher 
detail. 

21 9302 MCZ121MAUNENMCZZZZZ503 46.419 (46.419) -100% 

The 2CX)6 recorded costs for this line item were primarily for 
the Hawaii Energy Test lab. No amounts were included in 
the 2001 Operating Budget as this project was completed in 
2006. 

http://lncrca.se
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2007 O&M 
Expense 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

Account 

920 

9 2 0 l 

920 

920 

920 

920 

921 

921 

923 

923 

923 

923 

923 

923 

923 i 

923 

Codeblock 

M8M7'':3 M A U N ENM AZ2Z22900 

MAA735MAUNEM0000798150 

M A ™ ^ M A U N E M 0 0 0 0 7 9 8 I 5 0 

MAX8l7MABkENMA2222Z150 

MSA735MAUNEMMto798150 

MW1897MAUNENMDZZZK150 

MAA816MAUNENMAZZZZZ501^ 

MWI896MAUNEM0OOO55O501 

MAA72()MAUNENMAZZZZZ550 

MAA760MAUNENMA7777jJ50 

MAA761 MAUNENI^^222Z501 

MAA8lgMAUMNMAZZZZZ550 

MAA82^RuNENMAZ2ZZ2550 

MJ^36MAUNENMAZZZZZ550 

MA A841M AUNENM A222Z2550 

MAB701MAUNENMAZZ7.ZZ550 

2005 Reed 

275.562 

-

-

87.145 

-

41,.57 5 

. 99.374 

Budget 

433.476 

50.564 

62.283 

167.698 

.^0.174 

103^6 

7 V / 
\j Jfoo) 

m 46.6331 

799 

27.916 

228.730 

(18.087) 

143.218 

111.753 

.̂ 9.893 

-

208.288 

Y158 

88.080 

290.674 

62.693 

75.966 

178.674 

Inc/(Dec) 

I.'i7.9l4 

50,564 

62.283 

J^ 
^ jp50 . l 74 

62.321 

(99.374) 

49.400 

161.655 

50.359 

y 60.164 

\ 9 4 4 

80.780 

(67.252) 

66.921 

(59.893) 

%Inc/(Dec) 

57% 

J^ 

7 
9 2 * 

100* 

150% 

-100* 

-100* 

347% 

6303* 

216* 

27% 

y 447% 

Vl7% 

6 o ' 

-100% 

^vT-:vnlnnntinn 

Increase is prinup^due to increase for executive inceniive 
compensalio^^gramN, A S339,H(X) rate case adjusiment 
was mad|^exclude ihe cosls for .such programs from the 
2007^p^ear estimate. See discussion for account no. 920 
H J 0 C O T-9 for funher details. 

• r easc for labor hours for work on the insiani rate ca.se 
proceeding for Accounting Depanmcnl Manager. 
Accounting Administrator and Accountant. 

Increase for labor hours for work on the insiani rate ca.se 
proceeding for Fiscal Adminisirator. Operations Analyst. 
Operations Administrator and Capital Budget Analyst. 

Increase primarily due to higher estimated labor hours for 
propeny accounling activity due primarily [o addition of 
second uiiliiy plant clerk in April 2006. 

Increase for labor hours for work on the instant rate case 
proceeding for Administration Depanmcnl Manager and 
Administration Analyst. 

Increase due lo addition of second CIS Administrator in 
September 2006. 

Decrease because, as explained in funher detail in testimony 
seclion T-9 for account no. 923.02. the 2005 recorded 
amounts were errouneously charged to accouni 921. See 
below for explanation for Ihe codeblock accouni 
MAA761MAUNENMAZZZZZ501. NARUC account no. 
923 for funher details. 

Increase a result of credit received in 2005 for costs paid in 
December 2004. No amounts budgeted for 2007. 

Increase primarilydue to $135,000 included in 2007 
operating budget for UNIX migration. The remainder of the 
increa.se due to foreca-st for higher ICBs for Ellipse sysiem 
administration. 

Increa.se due primarily lo minimal charges recorded for 2005 
as a result of HECO Intemal Audit staff being assigned to 
other non-MECO internal audit work such a.s SOX 404 
compliance work or performing intemal audits for one of the 
other utilities. 

Increase primarily due to cenain 2005 recorded amounts 
erroneously charged to NARUC accouni no, 921 (codeblock 
MAA836MAUNENMA22ZZZ501). Sec above and 
testimony discussion of accouni no. 923.02 for further 
detail. 

Increase due to higher mainframe processing cosi-s for 2007. 

Increase primarily due to; (1) $48,000 credits recorded in 
2005 for bank fees compared to none for 2(X)7 operaiing 
budget; (2) $15,000 increase for commercial paper rating 
fees due lo higher projected shon term borrowing levels: 
and (3) S13-000 increase for line of credit fees due to higher 
projected shon term borrowing levels. 

Decrease due primarily to 2005 recorded amounts include 
S63.100 for ICB for purchase of SOX 404 software. 

Increa-se due to: (1) $35.0(X) increa.sc for HECO Accounts 
Payable for processing invoices and generating accounts 
Bayable checks-, and (2) S29.000 increase for HECO 
fc-hcasing for clerical suppon to reconcile invoice 
di%fepancies-

De^Mse is due to intercompany charges in 2005 for 
purclme of Ull Planner software. The 2007 operaiing 
budget%cludes costs for Ull Planner maintenance under 
RA cod#k1AA, 

http://ca.se
http://ca.se
http://increa.se
http://Increa.se
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Explanation 

17 923 MW1891MAUNENMDZZZZZ550 15.S16 102.048 86.232 545% 

Costs for this line item are primarily for Microsoft 
Enterprise software licen-se. Increase due largely because 
the 2007 operating budgel includes $70,000 for a 4-year 
license renewal. The 2007 lesl year estimate includes a 
normalization adjustment of -$52.50O lo remove three-
fourths of the budgeted amouni-

18 924 MAA951M AUNKNMAZZ2ZZ900 1.327,051 713.614 (613.437) -46% 

Decrease resulting from (I) $750,000 accnial in December 
2005 forgenening unit M13 engine failure property 
insurance deductible; partly offset by (2) increase of 
$ 136,600 in propeny insurance amortization from $577,(X)0 
in 2005 lo $713,600 in 2007 

925 M8M953MAUNENMA; (261.378) 261..378 -100% 

Costs for this line item are for changes in workers' 
compensaiion loss reserve. Increase beca.se the 2(X)5 
recorded amount is a nel credit; none for 2007 operating 
budgel. 

925 MAA950MAUNENMAZZZZZ900 391.017 437.100 46.083 12* Increase due to $50,000 increase in general liability 
insurance premium. 

925 MSP953MAUNENMSZZ2ZZ530 204.775 330.000 125.225 6 1 * 
Increase due primarily to higher amicipaied workers' 
compensaiion costs for 2007-

926 MAA779MAUNENMAZZZZZ509 3,122.487 5.290.996 2.168.509 69% Increase refleas change in assumptions for pension and 
OPEB cosi-s. 

926 MSP778MAUNEM0000749550 157.664 157.664 100% lncrea.se is for estimated ICB charges for Ihc HR Suites 
project. 

24 926 MSP778MAUNENMSZZZZZ509 2.229.473 2.554.038 324.565 15% 
The increase is due to higher estimated benefit.s cost due to 
higher projected employee count and higher projecled 
premium rales, 

25 926 MSP778MAUNENMSZZZZZ900 (239.311) (.142.662) (103.351) 43% 

This line item is for benefils flex credits. The 2007 
operating budget for flex credits is a larger credit Ihan the 
credit amount recorded for 2005 due to higher estimated 
employee counts and higher benefits costs. 

26 9302 MCN731M AUNENMCZZZZZ501 134.500 134,500 100% 
The increase is due to no related R&D project costs incurred 
for 2005, while the 2007 operating budgel includes costs for 
a solar air conditioning project 
The increase is due to estimated higher spending for R&D 
proejcts in 2007 operating budget. 9302 MCZ731MAUNENMCZZZZZ50I 53.040 10.000 56.960 107* 

9302 MWA73! MAUNENMWZ2ZZZ550 79.013 2.500 (76.513) -97% Decrea.se due to 2005 recorded costs included non-recurring 
costs for electronic shock absorber. 

29 9302L MCZ731MALNENM( (89.051) 89.051 -100% 

Increase due to EPRI refund credit in 2005 enoneously 
coded to expense element (EE) 501, while most of actual 
costs rectwded to EE 505. See explanation for EE 505 
below. 

30 9302L MCZ73IMALNENMC; 71.395 (71.395) -100% 

Decrease due to EPRI refund credit in 2(X)5 erroneously 
coded to expense element (EE) 501. while most of actual 
costs recorded to EE 505. See explanation for EE 501 
above. 

http://beca.se
http://lncrea.se
http://Decrea.se
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MAUI ELECTRIC COMPANY, LTD. 
EFFECT OF GENERAL PAY INCREASE 

RELATIVE WAGE RATES 

JAN 
FEB 
MAR 
APR 
MAY 
JUN 
JUL 
AUG 
SEP 
OCT 
NOV 
DEC 

TOTAL 

2005 
BU 
1.0000 
1.0000 
1.0000 
1,0000 
1.0144 
1,0144 
1.0144 
1.0144 
1.0144 
1.0144 
1.0287 
1.0287 

12.1438 

NIBU 
1.0000 
1.0000 
1.0000 
1.0000 
1.0350 
1.0350 
1.0350 
1.0350 
1.0375 
1.0375 
1.0375 
1.0375 

12.2900 
(A) (B) 

2006 
BU 
1.0287 
1.0287 
1.0287 
1.0287 
1.0431 
1.0431 
1.0431 
1.0431 
1.0431 
1,0431 
1.0718 
1,0718 

12.5170 
(C) 

NIBU 
1.0375 
1.0375 
1.0375 
1.0375 
1.0738 
1.0738 
1.0738 
1.0738 
1.0764 
1.0764 
1.0764 
1,0764 

12.7508 
(D) 

2007 
BU NIBU 
1.071B 
1.0718 
1.0718 
1.0718 
1,0718 
1.0718 
1.0718 
1.0718 
1.0718 
1.0718 
1.1093 
1.1093 

.0764 

.0764 
,0764 
.0764 
.1141 
.1141 
.1141 
.1141 
.1168 
.1168 
.1168 
.1168 

12.9366 13.2292 
(E) (F) 

BU 
Percentage increase 2007 over 2005: 

(G) BU = (E-A)/A NIBU = (F-B)/B 

(H) 2005 Recorded Account 920 Ubor ($000) excluding PIC 

(I) Increase in 2007 labor due 
to general pay increase ($000) (G x H) 15 -I-

NIBU 

6.53% 7.64% 

232 + 1.621 

124 = 

1,853 

139 

Assumptions: 
BU Increases 5/1/2005 1.5% of 10/31/02 rates 

11/1/2005 1.5% of 10/31/02 rates 
5/1/2006 1.5% of 10/31/02 rates 

11/1/2006 3.0% of 10/31/02 rates 
11/1/2007 3.5% of 10/31/07 rates 

NIBU Increases 5/1/2006 3.5% of 4/30/2006 rates 
9/1/2006 .25% of 4/30/2006 rates 
5/1/2007 3.5% of 4/30/2007 rates 
9/1/2007 .25% of 4/30/2007 rates 



MECO-906 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

MAUI ELECTRIC COMPANY, LIMITED 

Administrative Expenses Transferred 
Account 922 

Test Year 2007 

Transfers to construction and others 669,000 a 

Transfers to Lanai & Molokai Divisions 550,000 b 

Total Administrative Expenses Transferred 1,219,000 

a See MECO-g07 

b See MECO-908 



MECO-907 
DOCKET NO. 2006-0387 

PAGE 1 OF 2 

MAUI ELECTRIC COMPANY. LTD. 
ADMINISTRATIVE EXPENSES TRANSFERRED TO CONSTRUCTION 

ACCOUNT 922 

Cost Pool: 

Labor 
Transfer Rate per updated KPMG study 

NPW 
Payroll Taxes 
Emp Ben 

Nonlabor-Acct. 921.00 
Transfer Rate per updated KPMG study 

[000 

X 

X 

$ 

$ 

474 
56% 

$ 

832 
15% 

265 

42 
23 
112 

125 

Stores 14 

$ 581 

Cost Base: 

Capital Labor Hours 
Clearings to Capital 

B 

112 
46 

$ 158 

Corporate Admin rate per hour C = A ^ B $ 3.67 

Total Productive hours D 

Administrative Expenses Transferred - based on total 
productive hours E = C X D 
Reversal of Corporate Admin on-cost charged lo 
O&M + 

678 

$ 2.490 

(1,821) 

Subtotal 669 



MECO-907 
DOCKET NO, 2006-0387 

PAGE 2 OF 2 

MAUI ELECTRIC COMPANY, LTD. 
ADMINISTRATIVE EXPENSES TRANSFERRED TO CONSTRUCTION 

ACCOUNT 922 
Subtotal from page 1 669 

Administrative Expenses Transfer Adjustments and 
Normalizations: 

Rate-making adjustment to exclude incentive 
program costs from cost pool 8 
Normalization adjustment for depreciation study 
costs {11) 
Normalization adjustment for interisland travel for 
union contract negotiations 6 

3 
Transfer Rate per updated KPMG study X 19% 

1 

Administrative Expenses Transferred to Construction $ 669 



MECO-908 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

MAUI ELECTRIC COMPANY, LIMITED 
Account 922 

Administrative Expenses Transferred to l-anai & Molokai Divisions 
$ Thousands 

A & G Allocation to Molokai 
A & G Allocation to Lanai 

Total Account 922.02 

Molokai and Lanai A & G Allocation 

Forecast # of customers -

% of total 

65,441 
Total 

2007 
Operating 

Budaet 

(180.0) 
(90.0) 

(270.0) 

Adiustment 

(184.0) 
(96.1) 

(280.1) 

Molokai 

3,141 

4.80% 

2007 
Test Year 
Estimate 

(364.0) 
(186.1) 

(550.1) 

Lanai 

1,606 

2.45% 

Test Year expenses to allocate 

Maui Division A&G Expenses 
(see MECO-901, page 5) 

Adjustment for expenses already 
allocated to or budget for divisions: 
Employee Benefits (Acct 926) 
Maintenance (Acct 932) 

Adjustment to reverse Lanai & 
Molokai A&G allocation 
adjustment 

Adjustment to reverse Lanai & 
Molokai A&G allocation In 
2007 Pillar Budget 

Total expenses to allocate 

12,549.6 

(5,402.5) 
(114.4) 

280.1 

270.0 

7.582.8 

A & G Allocation 364.0 186.1 



MAUI ELECTRIC COMPANY, LIMITED 
ACCOUNT 923.01 OUTSIDE SERVICES - LEGAL 

TEST YEAR 2007 

MECO-909 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

Activity 

618 Manage Past Due Accounts 
738 Prepare & Support Other 

PUC Regulatory Rllngs 
765 

Develop, Manage & Admin 
Employ Pol, Prac & Proced 

926 Process Easements 
Manage Servtce & Process 

960 Documentation 
Others, net 

Total Account 923.01 

Actual 
2001 

, 

256 

9,601 
5,000 

3.101 
4,273 

22,231 

Actual 
2002 

. 

-

41.666 
4.583 

fi?? 

46.871 

Actual 
2003 

. 

• 

391 
5.000 

648 

6,039 

Actual 
2004 

. 

-

5.417 

1,379 
241 

7,037 

Actual 
2005 

487 

â s 

5.000 

1.365 

7,487 

Operating 
Budget 
2006 

1.200 

1,200 

10,000 
5.004 

4,000 
6,000 

27,404 

Operating 
Budget 
2007 

600 

500 

10.000 
5.004 

4,000 

20,104 

Adiust. 

. 

-

-

-

. 

Test Year 
2007 

600 

500 

10,000 
5,004 

4,000 

20,104 



MECO-910 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

MAUI ELECTRIC COMPANY, LIMITED 
ACCOUNT 923.02 OUTSIDE SERVICES - OTHER 

TEST YEAR 2007 

Operating Operating 
Actual Actual Actual Actual Actual Budget Budget Test Year 
2001 2002 2003 2004* 2005' 2006' 2007 Adjust. 2007 

KPMG 25,200 27,408 24,000 3,567 27,916 68,080 88,080 

Total 923.02 25,200 27.408 24,000 3,567 27,916 86,080 88,080 

* Note: Certain fees paid to KPMG were erroneously recorded to Account 921 during the years 2004, 2005 and 2006, 
and were erroneously forecasted to Account 921 tor 2006 as well. 



Acty Type Ot Service 

MAUI ELECTRIC CO., LTD. 
Outside Services - Associated Companies 

Account 923.03 

2001 2002 2003 £004 2005 

2006 

Operating 

Budaet 

2007 

Operating 

Budoet Adiust 

Nomi 

Adiust 

2007 

Test Year 

Estimate 

700 Develop & Administer Business Plans 

701 Develop & Managd Forecasts 

710 Develop & Manage Forecasts-Sates & Load 

720 Improve Business Processes 

721 Develop, Measure & Analyze Org Performance 

722 Design, Deploy & Assess Org Develop Strategies 

723 Manage & Admin Incentive & Recog Prog 

735 Prepare & Support Rate Case Filings 

736 Pert Pricing Analyses & Dev Pricing Prop 

737 Prep & Supp Cost RecovS Rate Adj Filings 

738 Prepare & Support Othr PUC Reg Rlings 

739 Prep & Support PUC Cap Project Rlings 

745 Maintain Rel w / L e ^ & Govt Agencies 

752 Maintain Relations with Media 

753 Maintain Relations with Community 

756 Maintain Relations with Investors 

760 Coord, Conduct & Assist w/Audit-lntemal 

761 Coord, Conduct & Assist w/Audit-Extemat 

765 Dev, Mnge & Admin EmpI Pol,Prac & Proced 

766 Maintain Employed Records 

Develop, Manage & Admin Recmit Policies, Practices & 
767 Procedures 

342,947 

6,569 

4,779 

3??.046 

3.046 

0 

9.125 

0 

15,789 

2.230 

9.985 

0 

5,894 

508 

0 

74 

15,075 

131 

707 

1.895 

416,104 

728 

1.729 

302,010 

0 

0 

3.445 

0 

25,626 

2,211 

15,643 

0 

8,515 

0 

0 

390 

3.227 

4,669 

870 

1,210 

526.461 

12.091 

12.361 

341,708 

0 

0 

3,459 

0 

33.101 

30.065 

22,689 

3.503 

6,309 

2.430 

0 

19 

26,828 

409 

872 

1,611 

611,324 

17,197 

17,342 

138.211 

666 

624 

3.971 

0 

15,889 

5,154 

28,443 

1,163 

7,264 

0 

0 

257 

329 

64 

1,236 

2,420 

600,821 

70,664 

18,130 

146,258 

1,010 

0 

3,038 

0 

26.040 

4.044 

12.792 

209 

11,681 

179 

51 

0 

799 

5.S8 

1,613 

2,746 

562,064 

17,165 

9,576 

189,696 

3,361 

3.462 

3.f>«n 

0 

67.820 

3.000 

22,704 

2,304 

12,151 

5,691 

1,491 

2,f>.'>fi 

34,464 

4,251 

3,619 

6,926 

592,252 

19,462 

4,938 

269,354 

2.898 

2,317 

3,907 

0 

16,974 

12,491 

21,026 

1,3.19 

20,942 

6,244 

1,656 

3,050 

51,158 

4.854 

5.184 

7 , 0 ^ 

(120,178) 

106 32 56 

472,074 

19.462 

4,938 

269,354 

2,698 

2,317 

3,907 

0 

16.974 

12.491 

21.026 

1,339 

20,942 

6,244 

1,656 

3,050 

51,158 

4,854 

5,184 

7,032 

56 

-0 
> Li 
m 
O 
-n 
O} 

n 
n 
o 
^ 
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z 
p 
8 
9 
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o 
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Acty Tvne Of Service 

775 Dev.MngeA Admin EmpI Comp Pol.PracA Proc 

777 Process Payroll 

788 Conduct Employee Training 

805 Manage BU & Othr Latxir Agreements 

807 Mariage & Provide Companywide Emp Comm 

815 Develop & Admin Acctg Policies & Proced 

817 Maintain Fixed Asset Records 

818 Maintain G/L & Sut}ledgers & Stdt Into 

819 Administer Tax Retums & Reports 

825 Manage Casti 

827 Pertomi Economic/Financial Analysis 

835 Prep & File Fin Rpts/Stat Into-Int 

836 Prep & RIe Fin Rpts/Stal Info-Ext 

842 Order Materials. Eq, Supplies & Svcs 

643 Process Invoices & Other Payments 

844 Prep & Mnge Contracts for Svcs & Mat 

891 Maintain Existing Computer Applications 

899 Maintain Applications (Inactive eff- 9/1A}t) 

901 Provide IT Customer Assistance 

MAUI ELECTRIC CO., LTD. 
Outside Services - Associated Companies 

Account 923.03 

2001 

20.752 

3.390 

25,207 

416 

4.68? 

0 

8.947 

265,369 

197,795 

{12.688) 

92 

723 

8,427 

20,095 

57,725 

0 

56.722 

2.564 

0 

?0p2 
9,127 

1,174 

(1) 

327 

7,932 

88 

7,707 

205,020 

208,951 

34,488 

3,713 

2,942 

4,941 

13,260 

83,421 

341 

33.020 

0 

0 

20Q9 

17.250 

768 

0 

16.492 

7.679 

aio 
45,320 

120,627 

96,000 

36,650 

5,288 

5.424 

10.870 

26,570 

120,821 

3,633 

140,493 

0 

0 

?004 

22,141 

2,880 

0 

1,768 

7,455 

976 

7,133 

154,390 

(128.510) 

35,^38 

227 

5,975 

225,650 

18,996 

115,955 

1,029 

8,068 

0 

0 

2005 

16.325 

1,848 

1,127 

2,132 

8,510 

38 

14,894 

228.730 

45 

(18.037) 

230 

6,293 

143,218 

37,654 

111,753 

0 

15,816 

0 

0 

2006 

Operating 

BM*Wt 
28,814 

13,580 

428 

6,952 

8,532 

1,440 

21,591 

252,300 

0 

82.997 

1.920 

8.491 

67.500 

45.396 

153,,'Wn 

17,820 

135,402 

0 

0 

2007 

Operating 

Pwi(»et 
33,212 

11.886 

454 

27,662 

8,644 

6,610 

27,496 

290,674 

0 

63,329 

2,230 

3,958 

75,966 

50,728 

178,674 

24,111 

102,048 

0 

0 

Adjust 

Norm 

Adiust 

(8.593) 

1,000 

(52,500) 

2007 

Test Year 

Estimate 

33,212 

11.886 

454 

19,069 

8,644 

6,610 

27,496 

290.674 

0 

63.329 

2,230 

3,958 

76,966 

50,728 

178,674 

24,111 

49,548 

0 

0 
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MAUI ELECTRIC CO., LTD. 
Outside Services - Associated Companies 

Account 923.03 

Acty Type Of Serviye 

916 Operate System & Equtp-Telecommunications 
926 Manage Oi^ed, Leased & Jointly Owned Property 

928 Process Easements 
950 Provide & Mnge Risk Mgmt Svcs-UatMlity 

951 Provide & Mnge Risk Mgmt Svcs-Propeity 
Provide & Manage Risk Management Services-

953 Woikers Comp 
960 Manage Service & Process Documentation 
961 Conduct Legal Due Diligence 
965 Provide Records Management Service 

Total Associated Companies Services (Indudes HEI) 

2001 

25,116 

1,429 

223 

11,882 

9.549 

1,136 

10,081 

216 

0 

1,460,756 

2002 

27,156 

0 

618 

10,277 

11,807 

3,136 

15,546 

267 

0 

1,471,635 

2003 

25,966 

0 

408 

13,052 

14,192 

3,067 

17,155 

0 

0 

1.752.371 

2004 

25.116 

0 

807 

15,668 

15,615 

3,236 

13,959 

0 

0 

1,405.958 

2005 

25,116 

0 

602 

14,481 

36,497 

5,030 

11,850 

0 

0 

1,564,735 

2006 

(grating 

Budaet 

37,358 

0 

4,194 

26,452 

16,440 

2,527 

10.488 

480 

3,587 

1,906,150 

2007 

Operating 

Budget 

0 

0 

3.167 

35,120 

41,858 

5,081 

11.196 

0 

3,997 

2,055.235 

Adiust 

(119,178) 

l*3rm 

Adiust 

(61 ,093) 

2007 

Test Year 

Estimate 

0 

0 

3.167 

35,120 

41,858 

5,081 

11.196 

0 

3,997 

1,874,964 

> 
O o m 
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2007 HEI Charges to MECO 
Excluding Incentive compensation 

ACC 

ADM 

ANN 

AUD 

BOD 

CON 

HUM 

INV 

PEN 

RPT 

STO 

TAX 

ACCOUNTING 

ADMINISTRATIVE 

ANNUAL MEETING 

AUDITS 

BOARD OF DIRECTORS MEETINGS 

CONSULTING 

HUMAN RESOURCES 

INVESTOR RELATIONS 

PENSION PLAN 

REPORTING 

STOCK TRANSFER ACTIVITIES 

TAX 

Total 

Less: HEIRS Administrative Expense 

2005 

Recorded 

3,970.34 

371.82 

3,270.98 

117.26 

8,886.80 

4.537.35 

8,522.24 

67,965.65 

24,560.50 

157,772.57 

88.552.70 

67,323.97 

435,852.18 

2006 

Estimate 

Before 

Adjustment 

and 

Escalation 

4,165.37 

383.35 

3,372.38 

120.89 

9,162.29 

5,947.55 

2.706.67 

70.422.42 

25,671.64 

159,712.37 

98.437.14 

79.076.25 

459,178.32 

AcQustments 

0.00 

0.00 

0.00 

0.00 

0.00 

2.973.78 

292.95 

(105.30) 

(199.80) 

278.40 

(8,061.38) 

12,114.23 

7.292.88 

2006 

Ac^usted 

Estmate 

Before 

Escalation 

4,165.37 

383.35 

3.372.38 

120.89 

9,162.29 

8,921.33 

2,999.62 

70.317.12 

25,471.84 

159,990.77 

90,375.76 

91.190.48 

466,471.20 

2.5% 

Escalation 

104.14 

9.58 

84.31 

3.02 

229.06 

223.03 

74.99 

1,757.94 

636.81 

3,999.77 

2,259.39 

2,279.78 

11,661.82 

(See MECO-

WP-904, 

Pages 1 - 5) 

2007 

Estimate (2) 

4,269.51 

392.93 

3.456.69 

123.91 

9,391.35 

9,144.36 

3,074.61 

72.075.06 

26.108.65 

163.990.54 

92,635.15 

93,470.26 

478,133.02 

(6.058.61) 

472.074.21 

S 8 



Type ol Expense 

firrrtlHT 924.00. PROPERTY 

Labfu 
bfoibLati&i 
Premiums 

Reserve Accmal & At)sort>ed Los 

Subtotal 

Total Account 924 

2001 • 
Recorded 

0.0 

261.7 

78.5 

340.2 

340.2 

A f ^O l lUT 925.01. INJURIES A DAMAGES 

Lab&i 
Labor - Workers' Compensatnn 

Latxjr - Salety Program 

Subtotal 

NonXabfu 
Wage Benefit 

Premium 

Emptoyed Claims 

Safety ar>d Security Program 

Subtotal 

Total 925.01 

32.9 

126.5 

159.4 

70.7 

33.8 

505.1 

78.6 

688.2 

847.6 

ACCOUNT 925.02. INJURIES ^ pAMAGES 

Labor 

NonLflbfy 
Premium 
Other PuCrtic Ctaims 

Subtotal 

Total 925.02 

Total Account 925 

GFIAND TOTAL 

22.3 

171.2 

320.1 

491.3 

513.6 

1361.2 

1701.4 

Ctmnge' 
Percent 

0.0% 

73.0% 

-63.6% 

41.5% 

41.5% 

MAUI ELECTRIC CO., LTD. 
Insurance Premium, Absortied Losses arKl Safety Expenses (SOOOs) 

2002 
Recorded 

0.0 

452.8 

28.6 

481.4 

481.4 

-EMPLOYEE 

-48.0% 

-13.7% 

-6 .1% 

-81.0% 

126.0% 

68.9% 

6.6% 

49.2% 

38.8% 

• PUBLIC 

-48.9% 

4.0% 

-86.5% 

-55.0% 

-54.7% 

3.5% 

11.1% 

40.5 

109.2 

149.7 

13.4 

76.4 

853.2 

83.8 

1026.8 

1176.5 

11.4 

178.0 

43.3 

221.3 

232.7 

1409.2 

1890.6 

Change' 
Percent 

0.0% 

40.3% 

•53.1% 

34.7% 

34.7% 

52.3% 

2.4% 

-1.8% 

250.0% 

11.9% 

-92.2% 

-12.5% 

-73.5% 

-64.4% 

83.3% 

36.4% 

•48.7% 

19.7% 

22.9% 

-50.0% 

-28.4% 

2003 
Recorded 

0.0 

635.1 

13.4 

648.5 

648.5 

35.2 

111.8 

147.0 

46.9 

85.5 

66.7 

73.3 

272.4 

419.4 

20.9 

242.8 

22.2 

265.0 

285.9 

705.3 

1353.8 

Ctunge* 
Percent 

0.0% 

-7.9% 

523.9% 

3.1% 

3.1% 

-20.3% 

24.6% 

173% 

-31,1% 

-28.3% 

-238.4% 

32.7% 

-63.8% 

-35.4% 

67.5% 

46.8% 

177.9% 

57.8% 

58.5% 

2.7% 

2.9% 

2004 
ReconJed 

0.0 

585.1 

83.6 

668.7 

668.7 

33.1 

139.3 

172.4 

32.3 

61.3 

(92.3) 

97.3 

98.6 

271.0 

35.0 

356.4 

61.7 

418.1 

453.1 

724.1 

1392.8 

Ctiange' 
Percent 

0.0% 

-1.4% 

823.3% 

101.7% 

101.7% 

-34.3% 

-3.2% 

-4.4% 

-60.1% 

-24.3% 

69.3% 

6.7% 

36.7% 

10.6% 

6.6% 

9.7% 

-33.5% 

3.3% 

3.6% 

6.2% 

52.1% 

2005 
Recorded 

0.0 

577.1 

771.9 

1349.0 

1349.0 

X . l 

134.6 

164.9 

12.9 

46.4 

(28.3) 

103.8 

134.8 

299.7 

37.3 

390.9 

41.0 

431.9 

469.2 

768.9 

2117.9 

Ctiange ' 
Percent 

0.0% 

23.6% 

-100.0% 

-47.1% 

- 4 7 1 % 

73.0% 

10.7% 

25.8% 

210.9% 

70.7% 

1336.0% 

19.5% 

340.0% 

167.1% 

57.4% 

6.6% 

129.3% 

18.2% 

19.8% 

77.2% 

-2.0% 

2006 
Op 

Budaet 

0.0 

713.3 
0.0 

713.3 

713.3 

45.9 

161.6 

207.5 

40.1 

79.2 

349.8 

124.0 

593.1 

800.6 

51.3 

416.7 

94.0 

510.7 

562.0 

1362.6 

2075-9 

'Change * 
Percent 

0.0% 

0.0% 

n/a 

5.2 '̂= 

5.2% 

-31.2% 

57.1% 

-3.5% 

-62.6% 

5.4% 

-0.3% 

-7.8% 

-5.3% 

-4.8% 

42.0% 

4.9% 

-37.1% 

-2.8% 

-2.3% 

-3.8% 

-0.7% 

2007 
Op 

Budget 

0.0 

713.6 

36.7 

750.3 

750.3 

36.4 

163.9 

200.3 

15.0 

63.5 

346.8 

114.3 

561.6 

761.9 

53.1 

437.1 

59.1 

496.2 

549.3 

1311.2 

2061.5 

Budget 
Af^ust-

ments 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

2007 
Test Year 
Estimate 

0.0 

713.6 

36.7 

750.3 

750.3 

36.4 

163.9 

200.3 

15.0 

83.5 

348.8 

114.3 

561.6 

761.9 

53.1 

437.1 

59.1 

496.2 

549.3 

1311.2 

2061.5 
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Insurance Premium By 
Type of Insurance 

2001 • 
Recorded 

ACCOUNT 9?4.M. PROPERTY 
Properly & 
Boiler/Machinery 
Freight Insurance 

Subtotal' 

187.1 
74.6 
0.0 

261.7 

Change' 
Percent 

74.4% 
69.6% 

0.0% 
73.0% 

2002 ' 
Recorded 

326.3 
126.5 

0.0 
452.8 

ACCOUNT 9 « n i , iri.ll lRIES A DAMAGES - EMPLOYEE 

Excess Workers Comp 
State Self-Insurers 

Subtotal' 

19.5 
14.3 
33.8 

111.8% 
145.5% 
126.0% 

41.3 
35.1 
76.4 

ACCOUNT S?"; ns, INJURIES & DAMAGES - PUBLIC 
General Liability 
Director/Officer 
Fiduciary & Employee Ben Ui 
Crime 
Special Contingency 
Other (Auto, Prof Liat>, Bonds_ 

Subtotal' 

GRAND TOTAL 

133.6 
27.3 

7.8 
2.5 
0.0 
0.0 

171.2 

466.7 

28.8% 
-104.0% 

-79.5% 
116.0% 

0.0% 
0.0% 
4.0% 

51.5% 

172.1 
(1.1) 
1.6 
5.4 
0.0 
0.0 

178.0 

707.2 

MAUI ELECTRIC CO., LTD. 
Insurance Premiums and Related Expenses ($000s) 

Change * 
Percent 

42.9% 
33.5% 

0.0% 
40.3% 

17.4% 
5.4% 

11.9% 

26.8% 
45.5% 

425.0% 
205.6% 

0.0% 
0.0% 

36.4% 

36.2% 

2003 
Recorded 

466.2 
168.9 

0.0 
635.1 

48.5 
37.0 
85.5 

218.2 
(0.6) 
8.4 

16.5 
0.0 
0.3 

242.8 

963.4 

Change' 
Percent 

-7.8% 
-8.2% 
0.0% 

-7.9% 

-6.4% 
-57.0% 
-28.3% 

22.0% 
7816.7% 

120.2% 
9.1% 
0.0% 

1933.3% 
46.8% 

4 .1% 

2004 
Recorded 

430.0 
155.1 

0.0 
585.1 

45.4 
15.9 
61.3 

266.1 
46.3 
18.5 
18.0 

1.4 
6.1 

356.4 

1002.8 

Change * 
Percent 

-2.3% 
1.4% 
0.0% 

-1.4% 

-1.8% 
-88.7% 
-24.3% 

11.2% 
6.9% 

40.5% 
-16.7% 

-100.0% 
-24.6% 

9.7% 

1.2% 

2005 
Recorded 

419.9 
157.2 

0.0 
577.1 

44.6 
1.8 

46.4 

295.8 
49.5 
26.0 
15.0 
0.0 
4.6 

390.9 

1014.4 

Change' 
Percent 

8.0% 
14.9% 
0.0% 

23.6% 

9.6% 
1583.3% 

70.7% 

5.9% 
4.0% 

23.8% 
10.0% 
0.0% 

-32.6% 
6.6% 

19.2% 

2006 
Op 

Budget 

453.4 
180.7 
79.2 

713.3 

48.9 
30.3 
79.2 

313.4 
51.5 
32.2 
16.5 
0.0 
3.1 

416.7 

1209.2 

Change * 
Percent 

15.4% 
5.1% 
0.0% 
0.0% 

39.7% 
100.0% 

5.4% 

6.6% 
0.6% 
1.6% 

-10.3% 
0.0% 

22.6% 
4.9% 

2 .1% 

2007 
Op 

Budget 

523.0 
190.0 

0.6 
713.6 

68.3 
15.2 
83.5 

334.0 
51.8 
32.7 
14.8 
0.0 
3.8 

437.1 

1234.2 

Budget 
Adjust
ments 

0.0 
0.0 
0.0 
0.0 

0.0 
0.0 
0.0 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

0.0 

2007 
Test Year 
Estimate 

523.0 
190.0 

0.6 
713.6 

68.3 
15.2 
83.5 

334.0 
51.8 
32.7 
14.8 
0.0 
3.8 

437.1 

1234.2 
•a 
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Type of Claim 

ACCOUNT 99A «», pprtPERTY 
Reserve Accnial 
Absort)ed Losses 

Subtotal 

Adtivity 

951 
951 

2001 
Recorded 

0.0 
78.5 
78.5 

Change* 
Percent 

0.0% 
-63.6% 
-63.6% 

ACCOUNT 925.01. INJURIES A DAMAGES - FMPI OYEE 
Wage Benefit 
Claims 
Reserve Accrual 
On-Cost 

Employee Ctaims Subtotal 

Safety & Security Program 
On-Cost 

Safety Program Subtotal 

serve Accmal/Satoty Program Subtotal 

098 
953 
953 
953 

795,796 
795, 796 

70.7 
307.7 
196.8 

0.6 
575.8 

77.0 
1.6 

78.6 

654.4 

ACCOUNT 95^,fl2, INiMJRIES A DAMAGES - PIIRI 1 

MECO Customer Claims 
Other Public Claims 
Reserve Accrual 
On-nost 
laims / Reserve Accmal Subtotal 

GRAND TOTAL 

950 
950 
950 
950 

181.4 
25.6 

112.6 
0.5 

320.1 

1053.0 

-81.0% 
36.6% 

119.4% 
0.0% 

50.5% 

B.4% 
-81.2% 

6.6% 

45.2% 

-78.6% 
-64.5% 

-104.5% 
•20,Q% 
-86.5% 

-2.9% 

MAUI ELECTRIC CO .LTD. 
Absortwd Losses and Nonlabor Safety Expenses (SOOOs) 

2002 
Recorded 

0.0 
28.6 
28.6 

13.4 
420.8 
431.6 

0.6 
666.6 

83.5 
0.3 

83.8 

950.4 

38.9 
9.1 

(5.1) 
0.4 

43.3 

1022.3 

Change* 
Percent 

0.0% 
-53.1% 
-53.1% 

250.0% 
-30.1% 

-152.6% 
•100.0% 
-86.9% 

-10.4% 
-600.0% 
-12.5% 

-80.3% 

-21,3% 
•100.0% 
-70.6% 
-25.0% 
-48.7% 

-78.2% 

2003 ' 
Recorded 

0.0 
13.4 
13.4 

46.9 
294.0 

(227.3) 
0.0 

113.6 

74.8 
(1.5) 
73.3 

186.9 

30.6 
0.0 

(8.7) 
0.3 

22.2 

222.5 

Change' 2004 
Percent Recorded 

0.0% 
523.9% 
523.9% 

-31,1% 
-23.4% 
-39.9% 

0.0% 
-152.8% 

28.7% 
166.7% 
32.7% 

-80.0% 

116.3% 
0.0% 

28.7% 
166.7% 
177.9% 

•17.9% 

0.0 
83.6 
83.6 

32.3 
225.2 

(318.0) 
0.5 

(60.0) 

96.3 
1.0 

97.3 

37.3 

66.2 
0.9 
(6.2) 
0.8 

61.7 

182.6 

Cfiange' 
Percent 

0.0% 
•73.6% 
823.3% 

-60.1% 
3.4% 

17.8% 
0.0% 

74.3% 

9.2% 
-240.0% 

6.7% 

137.0% 

•40.8% 
-100.0% 
100.0% 
125.0% 
-33.5% 

393.6% 

2005 
Recorded 

750.0 
21.9 

771.9 

12.9 
232.8 

(261.4) 
0.3 

(15.4) 

105.2 
(1.4) 

103.8 

88.4 

39.2 
0.0 
0.0 
l.B 

41.0 

901.3 

Change* 
Percent 

-100.0% 
-100.0% 
-100.0% 

210.9% 
50.3% 

100,0% 
0.0% 

2631.8% 

13.3% 
442.9% 

19.5% 

481.3% 

139.8% 
0.0% 
0.0% 

-100.0% 
129.3% 

-32.6% 

2006 
Op 

Budget 

0.0 
0.0 
0.0 

40.1 
349.8 

0.0 
0.0 

389.9 

119.2 
4.8 

124.0 

513.9 

94.0 
0.0 
0.0 
0.0 

94.0 

607.9 

Change' 
Percent 

0.0% 
n/a 
rVa 

-62.6% 
-0.3% 

n/a 
0.0% 

-6.7% 

-4.7% 
-65.4% 

-7.8% 

-7.0% 

-46.8% 
0.0% 

n/a 
n/a 

-37.1% 

-5.6% 

2007 
Op 

Budget 

0.0 
36.7 
36.7 

15.0 
348.8 

0.0 
0.0 

36.1.8 

113.6 
0.7 

114.3 

478.1 

50.0 
0.0 
0.0 
9.1 

59.1 

573.9 

Budget 
Adjust
ments 

0.0 

0.0 

0 
0.0 
0.0 
0.0 
0.0 

0.0 
0.0 
0.0 

0.0 

0.0 
0.0 
0.0 
0.0 
0.0 

0.0 

2007 
Test Year 
Estimate 

0.0 
36.7 
36.7 

15.0 
348.8 

0.0 
0.0 

363.6 

113.6 
0.7 

114.3 

478.1 

50.0 
0.0 
0.0 
9.1 

59.1 

573.9 m 
o 
O 
to 
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HAWAIIAN ELECTRIC COMPANY, INC. 
LatxM* and Related Expenses 

MAUI ELECmiC CO., LTD. 
Latrar and Related Expansaa (SOOOs) 

2001 
Type ot Claim Acdvity Ftecorded 

ACCni lNT QVi n i , INJURIFS A n*MAGES 

Workers' Comp Direct Labor 953 
Workers' Comp On-Cost 953 

Subtotal 

SaJety Program Dired Ubor 795, 796 
Safety Program Ort-<^ost 795.79£ 

Subtotal 

Workers' Comp & Sataty Program 

Ar:c:ni iNT i)2K,fl7, |f<Li»RiFR A H A M A G E S 

Direct Labor 950 
Or>-CosI 950 

Subtotal 

Total 925.01 a92S.02 

Change* 
Percent 

::.EMeLI3yE£S 
28.4 
4.5 

3Z.9 

109.7 
16.8 

126.5 

159.4 

- p u q t j c 

18.6 
3.7 

22.3 

181.7 

22.2% 
28.9% 
23.T^i 

-14.5% 
-8.3% 

-13.7% 

-6.1 "A, 

-47.8% 
•54.1% 
•48.9% 

-11,3% 

2002 
Reconled 

34.7 

5.8 
40.5 

93.6 
15.4 

109.2 

149.7 

9.7 
1.7 

11.4 

161.1 

" Change* 
Percent 

•12.4% 
-17,2% 

-13.1% 

3.2% 
•2.6% 
2.4% 

•1.8% 

B8.7% 

52.9% 
83.3% 

4.2% 

2003 
Reconlod 

30.4 
4.8 

35.2 

96.8 
15.0 

111.8 

147.0 

16.3 
2.6 

20.9 

167.9 

* Change* 
Percent 

-4.9% 
-12.5% 

-6.0% 

24.6% 
24.7% 
24.6% 

17.3% 

69.9% 
50.0% 
67.5% 

23.5% 

2004 

Recorded 

28.9 
4,2 

33.1 

120,6 
16.7 

139.3 

172.4 

31.1 
3.9 

35.0 

207.4 

* Change* 
Pereant 

-9,0% 
-9.5% 
-9 ,1% 

-3 ,1% 
-4,3% 

-3.2% 

-4,4% 

6 ,1% 
10.3% 
6.6% 

•ZS'.i 

2005 
Recorded 

26,3 
3.8 

30.1 

116,9 
179 

134.B 

164.9 

33,0 
4,3 

37.3 

202.2 

' C h a n g e ' 
Percent 

50.2% 
68.4% 
52.5% 

19.1% 
25.1% 
19.9% 

25.8% 

30.9% 
88.4% 
3 7 5 % 

28.0% 

2006 

Op 
Budget 

39.5 
6.4 

45.9 

139.2 
22.4 

161.6 

207.5 

43.2 
8.1 

51.3 

256.8 

' C t i a n g e ' 
Percent 

-20,0'/i 
-25,01i. 
-20,7% 

2.7% 
-6.2% 
1,4% 

-3,5% 

9,7% 
-29.6% 

3.5% 

•2 .1% 

2007 
Op 

Budget 

31.6 
4.B 

36.4 

142.9 
21.0 

163.9 

200.3 

47.4 
5,7 

53.1 

253,4 

Budget 
Ac^ust-
ments 

2007 
Test Year 
Estimate 

31.6 
4.8 

3&4 

142.9 
21.0 

163.9 

200.3 

47.4 
5.7 

53.1 

2S3.4 



MAUI ELECTRIC COMPANY, LTD. 
EMPLOYEE BENEFITS TRANSFER 

ACCOUNT 926020 

MECO-914 
DOCKET NO. 2006-0387 

PAGE 1 OF 1 

Cost Pool: 

Labor to 926 

2007 
(000) 

70 

NPW 
Payroll Taxes 
Eng Del 
Corp Admin 
Stores 
Emp Ben 

Nonlabor 

10 
6 
0 
8 
1 

24 

7,746 • 

$ 7,865 

Cost Base: 
Total Company Productive Hours 678 

Employee Benefits rate per hour 

Total Company Productive Hours 

B 

C = A ^ B 

D 

Employee Benefits transfer - based on total 
productive hours E = C X D 

678 

11.59 

678 

$ 7,865 

Reversal of Employee Benefits on-cost 
charged to O&M 

Employee Benefits transfer 

(•̂ ,742) 

$ 2,123 

* Note: Does not include budget adjustment I (see MECO-901, page 22), an addition of $55. This 
will be adjusted at rebuttal. 



MAUI ELECTRIC COMPANY, LIMITED 
Account 928 - Regulatory Commission Expenses 

Rate Case Expenses 
Test Year 2007 Estimate 

MECO-915 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

Outside Legal Services 
Consultants - Retum On Common Equity 
Consultants - HEI Impact (Affadavit) 
Consultants - Act 162 
Consultants - Other 
Other Non-Labor Charges 

(Witness Training, Mailings, Travel, Supples, etc.) 

Total 2007 Rate Case Expenses 

Amortization Period (# Of Years) 

Test Year 2007 Amortization Amount 

768,000 
53,500 
10,000 
25,000 

152,000 

17.000 

1.025,500 

3 Years 

341.800 



MAUI ELECTRIC COMPANY, LIMITED 
Account 9302 - Miscellaneous General Expenses 

Test Year 2007 Estimate 

MECO-916 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

930.21 Community Service Activities 56,200 
930.22 Company Memberships 101,100 MECO-917 
930.24 Research and Development 497,700 MECO-918 
930.25 Preferred Stock and Long-Term Debt Expense 96,100 MECO-920 
930.28 Directors' Fees and Expenses 25.900 MECO-921 

Test Year 2007 Estimate 777.000 



MAUI ELECTRIC COMPANY, LIMrTEO 
Company Membership Expenses 

Account 9302 

MECO-917 
DOCKET NO. 2006-0387 
PAGE 1 OF 2 

Description 
Recorded 

2001 2002 2003 2004 

Operating Operating Rate Test 
-—> Budget Budget Budget Case Year 
2005 2006 2007 AdjtS AdjtS 2007 

EEI 

Maui Economic 

Development Board 

Hawaii Employers Council 

Maui Chamber of Commerce 

Better Business Bureau 

Clean Islands Council 

Others 

45,233 50,524 54.028 55.337 58.860 68,007 

10,000 

2,458 

2,118 

980 

-

550 

10,000 

2,654 

2,118 

1,000 

34,220 

-

10,000 

2,562 

2,266 

1,020 

-

378 

10,000 

2.612 

2.992 

878 

34,220 

1,120 

(A) 

2,695 

2,960 

896 

34,220 

-

10,000 

2,814 

3,000 

900 

35,000 

1,600 

10,000 

2,815 

3,000 

900 

35,064 

2,000 

(20,734) 47.273 

10,000 

2.815 

3,000 

900 

35,064 

2,000 

61.339 100.516 70,254 107,159 99,631 53,314 121.786 (20.734) 101,052 

(A) 2005 MEDB membership dues were charged to account 910 in error. 



MECO-917 
DOCKET NO. 2006-0387 
PAGE 2 OF 2 

MAUI ELECTRIC COMPANY, LIMrTED 
Company Memtwrship Expenses 

EEI Dues 
Test Year 2007 

EDISON ELECTRIC INSTITUTE (EEI) DUES 
2007 Budget (August 2006) 

Average Customers 

(2005 Actual) 

(X.1895)' (A) 

Electric Sales Revenues ($000) 
(2005 Actual) 
Percentage of Total 

IsllOOOM® .1548 per thou 
1000-2000M @ .09324 per thou 

Proportionate sh (B) 

TOTAL HECO HELCO MECO 

425,662 

80,663 

$ 1,801,709 $ 

100.00% 

154,800 
74,751 

229,551 

$229,551 

290,038 

54,962 

1,204,219 

66.84% 

$153,432 

72,521 

13,743 

$ 294,411 $ 

16.34% 

$37,509 

63,103 

11,956 

303,079 

16.82% 

$38,610 

Generation Owned Capacity 

(As of Sept 1,2006)^ 

(X .028655)' 

(A)+(B)+(C) 

+6.0%.-6.0% limitation^ 

Membership dues for 
regular activities 
(D)-i-(E) 

SPA Industry Structure* 
Assessment - (F) x 15%' 

Mutual Assistance Program 

TOTAL EEI DUES 
(F) + (G) + {H) 

Less Estimated Lobbying Expenses: 

Adjusted MECO Test Year 2007 EEI Dues 

1,717,750 1,263,000 181,300 273,450 

(C) $ 49,224 $ 36,192 $ 5,195 $ 7,837 

(D) "$ 359,438 $ 244,586 $ 56,447 $ 58,405 

(E) $ • $ . $ . 

(F) $ 359,438 $ 244,586 $ 56,447 $ 58,405 

(G) $ 53,916 $ 36,688 $ 8.467 

(H) 

(I) 

8,761 

$ 

5.000 $ 

416.354 $ 

3.342 

284,616 

$ 

$ 

817 $ 

65,731 $ 

841 

68,007 

25% of Dues (Una H) 
70% of SFA Industry Structure 

Assessment (Line G) 

{14,601] 

(6.133) 
1 47,273 

^Note: 2007 rates per EEI letter that came with 2006 bill. See MECO-WP-905. 
^Based on revenues - consistent with prior year and ratemaking 
^Dues are no longer limited 
'Percentage applied to membership dues for regular activities-line (F) 
"Per Frank Vargo for HECO; HELCO per Don Heinzen; and Jane Tanaka for MECO. 



tMUl ELECTRIC COMPANY, LIMITED 
Account 9302 - Miscellaneous General Expenses 

RESEARCH & DEVELOPMENT EXPENSE 

EPRI Dues 

Local Research & Development: 
Sun Power for Schools 
Photovoltaic/Solar Paiit 
BIPV demonstration 
Biodiesel feasibility assessment 
Hawaii Energy Test Lab 
Electronic shock at>sort>er 
Lanai pumped storage 
CHP phase 1 
Solar air conditioning 
Photovottaic County grant 
Power Quality Technology 
Advanced HVAC Systems 
Other projects to be determined 

Sub-total loc^ R&D 

Other: 
Others (primariiy latmr & on costs) 
Coding error - should have 

have been account 923030 
Sub-total other 

?PP1 

202,800 

7,171 
11,681 
2,180 
14,425 

-
-
-
-

2002 

200,400 

15.712 
4.350 
2,365 
-
-
-
-

202.110 

Recorded 
2003 

197,418 

9,802 
3,745 

83.440 
-
-
-
-

39.665 

2004 

237,718 

(49,847) 
7,151 

20,737 
-
-

75.725 
45,911 

267 

2005 

198,708 

(7.688) 
1.781 

(17.125) 
-

95.354 
78,748 
2.041 

(15.490) 

35,457 

2,154 

-

224,537 

7,302 

-

136.652 

4.850 

-

99,944 

20,610 

-

137.621 

9.845 

42,635 

Operating Operating 
Budget Budget Budget Test Year 
2006 2007 Adiustment 2007 

10.569 

25.000 

165,000 

222,132 

95,879 

80.000 
25,000 
29,500 
25.000 

200.569 255.379 

160,084 12,958 

7,268 229.400 

95.879 

80,000 
25.000 
29.500 
25,000 

255,379 

12,958 

2.154 7.302 4.850 20,610 52,480 160,084 12.958 12,958 

Total 240,411 432,239 338.920 358.272 388.809 360.653 490,469 7.268 497.737 



MECO-919 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

Maui Electric Company, Ltd. 
Account 9302 - Miscellaneous General Expenses 

Research & Development Expense 
EPRI Dues 

Test Year 2007 ($ 000) 

2007 EPRI Dues - HECO Consolidated 2,085.457 MECO-WP-906 
MECO's Allocation Percentage 11.000% 

MECO's Allocable Portion of 2007 EPRI Dues 229.400 

Note: The 2007 test year estimate above was calculated based on a rounded 
11.000% allocation percentage. The more precise percentage for 
MECO is 10.655% per Docket No. 97-0346, amended D&O No. 16922, 
which would result in an allocation of $222,200, a difference of $7,200. 
The 2007 test year estimate will be corrected at rebuttal, if not earlier. 



MECO-920 
DOCKET NO. 2006-0387 
PAGE t OF 1 

MAUI ELECTRIC COMPANY, UMITED 
Preferred Stock & Long-Term Debt Expenses 

Account 9302 

Descriptkin 

Revenue Bonds 
Trustee Pees 
Ottiers - Rating Agencies/Legal/NYSE Fees 
QUIPS 
Line of Credit Agreements 
HECO ICB - Manage Financing 

Subtotal 

Recorded 
2001 

10,440 
11,640 
9.132 

696 
-

28,401 

60.309 

2002 

426 
9,481 
5,200 

-
-

24,993 

40,100 

2003 

1,366 
11,155 
23,380 
2,586 

-
28,646 

67,137 

2004 

959 
8,607 

12,649 
7,281 

-
31,430 

60,926 

> 
2005 

8,897 
8,446 

16,216 
408 
346 

38,706 

73.019 

Operating Operatir^ 
Budget Budget 
2006 2007 

. 
14,604 10.680 
38.286 35,382 

-
-

56,868 50,084 

109,758 96,146 

Budget 
AdjtS 

-

Rate 
Case 
Adits 

-

Tost 
Year 
2007 

, 
10,680 
35,382 

-
-

50,084 

96,146 
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MAUI ELECTRIC COIMPANY, LIMITED 
Directors Fees And Expenses 

Test Year 2007 

Quarterly Meetings 4 
Number of Outside Directors (4, of which 1 is currently unfilled) 4 
Fees Per Director Per Meeting 1.000 

Total Director Fees for 2007 16,000 

HECO Officers' Travel and Other Expenses 9.900 

Total 25.900 



IMAUI ELECTRIC COMPANY, LIMITED 
A&G Maintenance Expense 

Account 932.00 
Test Year 2007 

MECO - 922 
DOCKET NO. 2006-0387 
PAGE 1 OF 1 

2001 
2002 
2003 
2004 
2005 

Five Year Total 

Average 

2007 Test Year 

Maui 

125.295 
148.097 
194.174 
157,824 
147.443 
772,833 

154.567 

114.438 

Molokai 

31.643 
31.857 
25,532 
60,354 
42.661 

192,047 

38.409 

40.874 

Lanai 

601 
13,907 
23.009 

6,445 
14.159 
58,121 

5_ 

11.624 

3.244 

Total 

157,539 
193,861 
242.715 
224.623 
204.263 MECO-WP-907 

1,023.001 

5 Years 

204.600 

158.556 
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Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 

Blocic Of Account 

Production Operations 
Transmission Operations 
Distribution Operations 
Customer Accounts 
Customer Services 
A & G Operations 

Subtotal - Non-Labor (NOTE 2) 

Production Maintenance 
Transmission Maintenance 
Distribution Maintenance 
A & G Maintenance 

Subtotal - Non-Labor (NOTE 2) 

Total O&M - Non-Labor (NOTE 2) 

Total O&M - Labor (NOTE 3) 

(A) 
2007 

Costs Using 
Specific 

Cost 
Indices (NOTE 1) 

3,920,440 
245,853 
582,258 

1,066,174 
2,704,048 

14,191,455 

22,710,228 

7.731,648 
700,717 

1,451,800 
140,754 

10.024.919 

32,735.147 

Total O&M - Labor / Non-labor Overheads 

Total O&M - Per MECO-WP-101 

(B) 
2007 

Costs Using 
2.50% 

General 
Inflator 

25,814 
49,200 

103 
0 
0 
0 

75,117 

2,359,404 
123.000 

2,583 
0 

2,484,987 

2,560,104 

MECO-
923, 

PAGE 

2 
3 
4 

5 
6 
7 

(C) 
(A) + (B) 

2007 
Budaet 

3,946,254 
295,053 
582,361 

1,066,174 
2,704,048 

14,191.455 

22,785,345 

10,091,052 
823,717 

1,454,383 
140.754 

12,509,906 

35.295,251 

15,891,864 

2,016,882 

53,203.997 

NOTE 1 - I.E. - Negotiated Contract, Lease Agreement, Other Cost Indices 
NOTE 2 - Excludes Non-labor Overheads 
NOTE 3 - Excludes Labor Overheads 
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Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 

Block of 
Acxiount 

PrcxJuction 
Operations 

i 
1 
1 
I 
V 

NARUC 
Account 

506 
548L 
549 
549 

549L 
549M 
549M 

RA 

MGA 
MGL 
MGE 
MGM 
MGL 
MGT 
MGT 

ABM 
Activitv 

788 
247 
795 
796 
795 
796 
934 

Location 

MPO 
LNS 
MNS 
MNS 
LNS 
GNS 
GNS 

Indicator 

NE 
NE 
NE 
NE 
NE 
NE 
NE 

Proiect 

NMR77777 

HUr^77777 
NMfi77777 
HMn77777 
NIMri77777 
NMn77777 

UMCi77777 

Expense 
Element 

508 
501 
201 
501 
205 
501 
501 

2007 
Amount 

3,931 
3.043 

947 
11,378 

762 
4,678 
1,075 

General 
Inflator 

2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 

2.50% 

25,814 



Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 
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Block of 
Account 

Transmission 
Operations 

NARUC 
Account 

567 

RA 

MDE 

ABM 
Activitv 

926 

Location 

MTO 

Indicator 

NE 

Proiect 

NMn77777 

Expense 
Element 

570 

2007 
Amount 

49,200 

General 
Inflator 

2.50% 

49,200 
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Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 

Block of 
Account 

Distribution 
Operations 

NARUC 
Account 

583 

BA 

MDK 

ABM 
Activitv 

461 

Location 

MAU 

Indicator 

NE 

Proiect 

MMn77777 

Expense 
Element 

570 

2007 General 
Amount Inflator 

103 2.50% 

103 



Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 
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Block of 
Account 

Production 
Maintenance 

V 

NARUC 
Account 

512 
512 
512 
553 
553 
553 
553 
553 
553 
553 
553 
553 
553 
553 
553 
553 

553M 
553M 
553M 

RA 

MGB 
MGB 
MGB 
MGC 
MGC 
MGC 
MGD 
MGD 
MGD 
MGD 
MGD 
MGD 
MGD 
MGD 
MGD 
MGD 
MGT 
MGT 
MGT 

ABM 
Activity 

257 
257 
257 
272 
272 
272 
275 
275 
275 
275 
275 
275 
275 
275 
275 
275 
275 
275 
275 

Location 

N01 
N02 
N03 
M16 
M17 
M19 
M03 
M04 
M05 
M05 
M06 
M08 
MOB 
M10 
M12 
M12 
G07 
G08 
G09 

Indicator 

NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 
NE 

Proiect 

M0000168 
M0000146 
M0000170 
M0000056 
M0000356 
M0000357 
M0000151 
M0000065 
M0000066 
M0000066 
M0000022 
M0000067 
M0000067 
M0000034 
M0000050 
M0000050 
M0000156 
M0000030 
M0000031 

Expense 
Element 

201 
201 
501 
501 
501 
501 
201 
201 
201 
501 
201 
201 
501 
201 
201 
501 
501 
501 
501 

2007 
Amount 

18.821 
22,613 
5,125 
2,460 
1,230 
1.230 

166,992 
186,690 
186,690 
10,250 

186,690 
149,390 
60,885 
26,185 

451,458 
96,350 

262,115 
262,115 
262,115 

2,359,404 

General 
Inflator 

2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 
2.50% 



Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 

MECO-923 
DOCKET NO. 2006-0387 

PAGE 6 OF 7 

Block of 
Account 

Transmission 
Maintenance 

NARUC 
Account 

573 

RA 

MDR 

ABM 
Activitv 

354 

Location 

MAU 

Indicator 

NE 

Proiect 

HUT)77777 

Expense 
Element 

501 

2007 
Amount 

123,000 

General 
Inflator 

2.50% 

123,000 



Maui Electric Company, Ltd. 
Operation & Maintenance Non-Labor Costs 

Use Of General Inflator 
2007 
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Block of 
Account 

Distribution 
Maintenance 

NARUC 
Account 

593 

BA 

MDE 

ABM 
Activitv 

494 

Lcx^ation 

MAU 

Indicator 

NE 

Proi^Qt 

NMn77777 

Expense 
Element 

501 

2007 
Amount 

2,583 

General 
Inflator 

2.50% 

2,583 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

(Updated as of April 1, 2006) 

Introduction 
The following guidelines are provided to assist in the accounUng for computer hardware and software 
costs (acquired, internally developed, or modified solely to meet the entity's needs). This is not meant to 
be all-inclusive, however we will continue to add or revise the information below, as needed, to provide 
additional clarification. Questions with respect to these guidelines should be addressed to the Controller 
or Director of Corporate and Property Accounting. 

As a general rule, the costs of computer software, including applicable labor to install the software, and 
ongoing maintenance are generally charged to the appropriate functional operation and maintenance 
(O&M) expense account(s), i.e. expensed as incurred, based on the benefiting organization unless: 

1. Deferrable software costs have been identified in accordance with applicable accounting 
standards AND approval has been obtained from the PUC allowing Ihe Company to defer those 
costs, 

2. The computer software is an operating system-type (e.g., Windows XP) software needed to 
render the new computer hardware "used or useful", 

3. Specific overhead costs allowed to be applied to deferrable software costs, 
4. AFUDC on defen^able software costs. 

Costs for software development projects less than $500K would generally be expensed as incun-ed. (The 
$500K threshold refers to the amount of costs that would be deferred during the application development 
stage described below. It does not refer to the total costs that would be incurred during all three project 
stages described below.) Please notify the Controtier or Director of Corporate and Property Accounting of 
projects that are less than $500K that will be expensed. 

Accounting for Computer Software Guidelines 
The costs of software upgrades and enhancements that do not provide additional functionality to the 
existing software (i.e.. modifications to the existing software that would enable the'software to perform 
tasks that it was previously incapable of performing) should be charged to the appropriate functional O&M 
expense account(s), i.a expensed as incun-ed. based on the benefiting organization, 

Software that is acquired, intemally developed, or modified solely to meet the entity's needs should 
adhere to the guidance set forth below. In general, software development can be segregated Into three 
stages as follows (also summarized in Exhibit 1): 

• Preliminary Proiect Stage. This stage includes conceptual formulation of software 
alternatives, evaluation of the alternatives, determination of the existence of needed 
technology, and final selection of alternatives. Intemal and external costs incurred during this 
stage should be charged as incurred to the appropriate functional O&M expense account(s), 
based on the benefiting organization, i.e. expensed as incurred. 

• Application Development Stage. This stage includes the design of a chosen path, including 
sofhvare configuration and software interface, coding, software installation, and testing, 
including parallel processing. Certain internal and external costs incurred during this stage 
should be defened. including costs to develop or obtain software that allows for access of old 
data by new systems. Certain applicable overhead and AFUDC costs on the deferrable 
software costs is also deferred. 

The process of data conversion ft*om old to new systems may include purging or cleansing of 
existing data, reconciliation or balancing of the old data and the old/new system, creation of 
new/additional data, and conversion of old data to the new system. Data conversion often 
occurs during the Application Development Stage; however, data conversion costs, other 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

(Updated as of April 1. 2006) 

than the costs to devebp or obtain software that allows for access of old data by new 
systems, should be charged as incurred to the appropriate functional O&M expense 
account(s), based on the benefiting organization, i.e. expensed as incun-ed. 

• Post-1 mplementation/Ooeratlon Stage. This stage includes training and application 
maintenance. Internal and external costs incurred during this stage should be charged as 
incurred to the appropriate functional O&M expense account(5), based on the benefiting 
organization, i.e. expensed as incurred. 

Further, costs of activities typically associated with business process reengineering should be charged as 
incurred to the appropriate functional O&M expense account(s), based on the benefiting organization, i.e. 
expensed as incurred. Note that these activities can occur during any stage above. Examples include 
the following. 

• Preparation of a request for proposal 

• Current state assessment - The process of documenting the entity's current business 
process, except as it relates to current software structure. Often refenred to as mapping, 
developing an "as-is" baseline, flow charting, and determining current business process 
structure, 

• Process reengineering - The effort to reengineer the entity's business process to increase 
efficiency and effectiveness. This activity is sometimes referred to as analysis, determining 
"best-in-class," profit/performance improvement development, and developing "should-be" 
processes. 

• Restructuring the work force - The effort to determine what employee is necessary. 

Accounting for Computer Hardware Guidelines: 
Any computer hardware costs incurred relative to the development or acquisition of software should be 
capitalized following existing Company policies and procedures. Computer operating system software 
which is acquired in connection with new hardware should be capitalized together with the hardware 
under the basis that the operating system is needed to deem the hardware "used or useful". 

Page 2 of 4 
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ACCOUNTING FOR THE COSTS OF COMPUTER SOFTWARE DEVELOPED 
OR OBTAINED FOR INTERNAL USE 

(Updated as of April 1, 2006) 

Exhibit 1 

The following table sets forth the accounting for typical components of a software development project 
based on whether the item should be expensed, deferred, or capitalized. Please note that some of the 
activities listed below may occur in multiple stages. 

Steps 
Intemal or Third Party 

Expensed Deferred Capitalized 

jBusiness process reengineering and 
jinformation technology transformation 
j(these activities primarily occur, but not 
limited to, prior to preliminary project stage): 

Preparation of request for proposal (RFP) 
Current state assessment {i.e., mapping, 
developing an 'as-is" baseline, flow charting, 
determining current business process 
structure.) 
Process reengineering {i.e.. analysis, 
determining "best-in-class," profit/ 
performance improvement development. 
developing "shouid-be"processes.) 
Restructuring wori< force 

f reliminary software project stage activities: 
Conceptual formulation of alternatives 
Evaluation of alternatives 
Determination of existence of needed 
technology 
Final selection of alternatives 
Examples of the preliminary project stage 
include: 

• Strategic decisions to allocate 
resources between alternative 
projects at a given point in time 
(e.g., should programmers develop 
a new payroll system or direct their 
efforts toward correc t̂ing existing 
problems in an operating payroll 
system?) 

• Determine the performance 
requirements (i.e.. what the 
software needs to do) and systems 
requirements for the project 

• Invite vendors to perform 
demonstrations of how their 
software will fijlfiU an entity's needs 

• Explore alternative means of 
achieving specified performance 
requirements (e.g.. should an entity 
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intemal or Third Party 
Steps Expensed Deferred Capitalized 

make or buy the software? Should 
the software run on a mainframe or 
a client server system?) 
Determine that the technology 
needed to achieve performance 
requirements exists 
Select a vendor if an entity chooses 
to obtain software 
Select a consultant to assist in the 
development or installation of the 
software 

Application development stage activities: 
Design of chosen path, including software 
configuration and software interface 
Coding 
Installation to hardware 
Testing, including parallel processing phase 
Data conversion costs: 

a. Costs to develop or obtain software 
that allows for access of old data by 
new system 
b. Process of converting data from old 
to new systems (e.g., purging or 
cleansing of existing data), 
reconciliation or balancing of the old 
data and the new data in the new 
system, creation of new/additionat data, 
and conversion of the old data to the 
new system. 

Training 

post-implementation/ operation stage 
activities: 

Training 
Application maintenance 
Ongoing support 

Acquisition of fixed assets: 
Purchase of hardware, office fijrniture, or 
work stations, including operating system 
Reconfiguration of work area - architect fees 
and hard construction costs 

Pano A nf A 
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MAUI ELECTRIC COMPANY, LIMITED 
Unamortized Human Resources Suites Software Development Costs 

Test Year 2007 

Total estimated deferred costs for 
Phase 1. Stage 1 

2007 amortization expense * 

469,567 

(3.261) 

Balance - unamortized software development 
costs as of 12/31/07 466.306 

By Division: 

Maui 

Lanai 

Molokai 

Total MECO 

Unamortized Software 
# of Development 

Employees % of Total Costs 
312 93.1% 434.291 

14 

335 

2.7% 

4.2% 

100.0% 

12,528 

19,487 

466.306 

* Note: Amortization expense calculated based on 12-year 
amortization period. The 2007 amortization expense is 
for one month only (December 2007) and is included in Account 926, 
Employee Pensions and Benefits and is covered by Ms. Julie Price 
in section T-10. 
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ACCOUNTING FOR CAPITAL PROJECT COSTS 
(As ofOctober 1,2000)* 

The purpose of this document is to describe the general policies and procedures 
with respect to accounting for capital project costs. This document does not address 
how to account for the costs of non-capital projects. A chart summarizing the 
discussion below is attached. There may be facts and circumstances unique to a given 
project (e.g. a new generating unit addition project) that are not specifically or 
adequately addressed by the following discussion. When in doubt as to the proper 
accounting treatment for capital project costs, please consult with the Controller or a 
Property Accountant in the Property Accounting Division of the General Accounting 
Department. 

Usual Capital Project Life Cycle 

The steps usually encountered in a project's life cycle, which provide useful 
reference points in describing the accounting for capita! project costs, are as follows: 

1. General planning work to determine overall system requirements. Work 
includes analyses, feasibility studies and investigations to determine if there 
is sufficient justification to propose potential projects. 

2. Preliminary engineering work associated with potential projects prior to 
formal project approval by management. Some of the potential projects are 
eventually constnjcted, while others do not materialize. 

3. Project is initiated, and fomially approved by management. 
4. Detailed design and pennitting worit on projects formally approved by 

management. 
5. Purchase of equipment and materials. 
6. Construction of plant facilities. 
7. Facilities are declared to be used or useful. 
8. Closing (capitalization) of project costs. 

Potential capital projects are identified and evaluated during step 2. Preliminary 
engineering work on potential projects is usually intermittent during step 2 because 
decisions have not yet been made regarding which projects will move fonvard. 

During step 3, projects selected to move forward are initiated by the Project 
Manager or other appropriate individual, and formally approved by management. As a 
general rule, management's approval should not be obtained until work on the project 
needs to begin in order to meet the project's required "in seivice" date. Management's 
approval normally means that work on the project should start now and should continue 
until completion. Once a project is started, steps 4 through 8 should be completed on a 
planned progressive basis, i.e. without delay, except for the delays that are inherent in 
the asset acquisition process such as the ordering, purchasing and delivering of long 
lead time material, and delays due to permitting and external approval processes. 

'Clarified on May 1, 2006 
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Accounting for Capital Proiect Costs - Usual Proiect Life Cycle 

Under the usual project life cycle summarized above, general planning costs 
incurred in step 1 are charged initially to appropriate clearing accounts and are then 
allocated as an on-cost (overhead) charge to projects during steps 4-6 of the projects' 
life cycles (note that a portion of the costs are actually charged to expense or other 
accounts as a result of the clearing process). Preliminary engineering costs incurred in 
step 2 are also charged initially to appropriate clearing accounts. However, preliminary 
engineering costs are identified with the related potential project, and are temporarily 
held in the clearing account. The preliminary engineering costs incurred in step 2 are 
eventually allocated as an on-cost (i.e. treated the same as costs incurred in step 1) if 
no project is formulated. However, if the related potential project is approved for 
construction, the preliminary engineering costs are transferred to construction work in 
progress (CWIP) as explained in the next paragraph. 

After a potential project is formally approved by management (step 3). a fifth 
segment project is activated in the MIMS General Ledger and concun-ently set up in the 
MIMS Project Control Module. Project Managers or other appropriate individuals can 
then set up the project hierarchy in the MIMS Project Control Module, after which all 
related project costs incurred during steps 4-7 are classified as CWIP. In addition, any 
related preliminary engineering costs incun-ed in step 2 are transferred from the clearing 
account to the now approved project and CWIP. 

During the time project related costs are classified as CWIP (steps 4-7), an 
Allowance For Funds Used During Constnjction (AFUDC) is applied on the project 
costs. AFUDC represents the cost to finance the project during the construction period. 
When the facilities being constructed are declared to be used or useful, the application 
of AFUDC is stopped, and the project costs are dosed (capitalized), i.e. transferred 
from CWIP to Plant in Service (step 8). 

Facilities become used when they are placed into service. Facilities become 
useful generally when: 1) construction is for the most part complete. 2) the facilities 
have been tested (if testing is possible and appropriate), and 3) the facilities are ready 
for use (i.e. they are able to perfonn their intended function, and can be energized, 
pending completion of a related facility(ies), without a significant amount of additional 
costs incurred). As a general rule, il is expected that facilities will become used within a 
reasonable period of time after they become useful. 

To facilitate the proper and timely closing of capital project costs, we will 
generally close costs at the controlled fifth segment project level. Therefore, controlled 
fifth segment projects should be scoped/stnjctured with the following in mind: 1) the 
facilities included in the project scope should represent full units of property as defined 
in the company's property unit catalog, 2) the planned completion dates for all of the 
facilities should be approximately the same and 3) the facilities should be used or 
useful (see guidelines in the previous paragraph) at the time the facilities are 



MECO-92 6 
DOCKET NO. 2006-0387 
PAGE 3 of 5 

completed. With respect to item 2) in the previous sentence, if the planned completion 
dates for the facilities included in a fifth segment project (each of which represent full 
property units) become significantly different, the cost of any facilities which are 
completed and ready for service (used or useful) should be closed, i.e. capitalized. 

Accounting for Capital Proiect Costs - Delayed or Abandoned Projects 

Delayed Projects - The accounting for delayed project costs depends on the cause and 
length of the delay. As a general mle, if the delay is imposed upon the company by 
external factors (i.e. the delay is unavoidable and beyond the company's control), 
project costs are treated as described under the Usual Project Life Cycle scenario 
above, provided that the costs are recoverable from ratepayers. If cost recoverability is 
uncertain, the appropriate accounting treatment (which is beyond the scope of this 
discussion) depends on the facts and circumstances of the situation. In these 
situations, the Controller should be consulted regarding the appropriate accounting 
treatment. 

If a project is delayed at management's discretion rather than by external factors. 
the treatment of costs will generally depend on the length of the delay. As a general 
rule, costs related to projects delayed for two years or less will be treated as described 
under the Usual Project Life Cycle scenario above, except that AFUDC will not be 
applied during the period(s) of project delay. If the delay is for more than two years, the 
costs will be treated as though the project were abandoned as described below. 

Regardless of the reason for the delay (e.g. external factors or internal 
management decisions), project costs need to be analyzed when delays of more than 
one or two months are anticipated. If any of the facilities included in the project scope 
are used or useful at the time of such project delays, it will generally be necessary to 
close (capitalize) the costs related to the facilities that ahe used or useful. 

Please note: the determination that a delay has occurred does not necessarily 
require a complete stoppage of work. A delay generally means that work on the project 
is no longer proceeding on a planned progressive basis, i.e. is no longer proceeding 
without delay, except for the delays that are inherent in the asset acquisition process. 
In other words, if construction is not proceeding as fast as would normally be expected 
for the type of construction involved, a delay in the project may have occurred. 

Abandoned Projects - An abandoned project is one in which a "no go" decision is made 
during the time the project costs are classified as CWIP, i.e. a "no go" decision is made 
sometime during steps 4 through 6 of the project's life cycle. Under normal 
circumstances, the costs of abandoned capital projects are charged to appropriate 
operation and maintenance expense account(s). unless the costs result in items that 
have future value. If any of the costs represent items that have future value, e.g. assets 
that are usable on another capital project, the related costs are transferred to the other 
project or accounts (e.g. inventory in the case of stock material) as appropriate. If a 
capital project is abandoned and unusual circumstances exist, e.g. the accumulated 
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costs are significant, the Company will seek PUC approval for special accounting and 
ratemaking treatment as appropriate under the circumstances. 

Required Communications 

The policies and procedures described above with respect to accounting for 
capital project costs are administered by the Property Accounling Division of the 
General Accounting Department, based on input required from Project Managers or 
other appropriate individuals. Project Managers or other appropriate individuals must 
provide, on a timely basis, the Property Accountants with all the information necessary 
to properiy account for capital project costs. For example, the Property Accountants 
must be advised when preliminary engineering costs incurred in step 2 need to be 
transferred from a clearing account to the approved capital project. The Property 
Accountants must also be advised as soon as projects are completed and/or facilities 
become used or useful, and as soon as projects are delayed, re-started, or abandoned. 
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step 

steps - Constmction of Capital ProlecU 

CWIP/ AFUDC 

E 

"a 

6 

5 

•a 

D 

7 

Q. 

o 

3c«tiario 

Usual TrMtmant of Costs Uodor Various Scanartoi 
(please consutt with Controller or Property Accountants) 

Coat Treatment 
1. Delays due to external factors and 

cost recovery is probable 
How in CWIP 

AFUOC Treatment 
Continue 

2. Delays <l= 2 yrs €> "^Q^^ discretion Hold in CWIP 

3. Work PERMANENTLY stopped 
{project is abandoned) 

Transfer to replacement project. Inventory, etc. if 
costs represent items with value 

If no replacement prt^ect. etc.: 
Write-off cosls to various appropriate O&M expense 
accounts 

Stop until work resumes 

Continue or stop depending 
on status of new prefect 

Stop and write-off AFUDC 

if costs are significant, seek PUC determination of 
cost treatment 

PUC decides treatmenl 

4. Delays > 2 yrs @ mgl's discretion Same as 3. above Same as 3. atiove 

Clarified on May 1, 2006 
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Maui Electric Company, Limited 

Year 

1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

2006 (Est.) 

2007 (Est.) 

Total 

Rate Base Calci 

Beginning 
Pension 
Balance 

A 
Prior Year Col. D 

$ 
(120) 

-
99 

-
-

(1) 
(5) 
(7) 

(27) 
(66) 
(76) 

(933) 
(1,524) 

742 
3,021 
4,517 
5,613 
9,178 

8,433 

5,223 

lation; 
Estimated Balance, 12/31/06 
Estimated Hal ance, 12/31/07 

Average 2007 Balance 

Pension Balances 
1987-200' 1 

($ in thousands) 

Contributions to 

$ 

S 

$ 
$ 

$ 

Trust 

B 

1,255 
1,287 
1,272 
1,686 
1,644 
1,863 
1,798 
2,138 
1,441 
1,970 
1,755 

95 
0 
0 
0 
0 

3,223 
4,581 
1,000 

0 

0 

27,008 

5,223 
1,419 

3,321 

$ 

1 

1 

$ 

[1] 
[2] 

NPPC 
Accrual 

C 

([l]+[2])/2 

1,375 
1,167 
1,173 
1,785 
1,644 
1,864 
1,802 
2,140 
1,461 
2,009 
1,765 

952 
591 

(2,266) 
(2,279) 
(1,496) 
2,127 
1,016 
1,745 

3,210 

3,804 

25,589 

Ending Pension 
Balance 

D 
A+B-C 

$ (120) 
-
99 

-
-

(1) 
(5) 
(7) 

(27) 
(66) 
(76) 

(933) 
(1,524) 

742 
3,021 
4,517 
5,613 
9,178 
8,433 

' 5,223 [1] 

' 1,419 [2] 

Recorded balances, except as noted in footnote 1 below. 

' Contribution and NPPC accrual amounts per instructions from HEI 
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Pension Balances 

($ thousands) 
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Projected Benefit Obligation 
Fair Value of Plan Assets 
Overfunded (Underfiinded) 
Less: Pension Balance 
AOCI Charge (Pre-Tax) 
AOCI Tax Effect 
AOCI Charge 

Reconciliation to Rate Base: 
Pension AOCI Charge (Pre-Tax) 
Pension Liability 
Rate Base (excluding Deferred Tax impact) 
Deferred Tax 
Net Rate Base (including Deferred Tax impact) 

12/31/2006 

$ 111,258 
92,711 

(18,547) 
5,223 

(23,770) 
9,249 

$ (14,521) 

200-3 

$ 

$ 

Activity 

8,310 
2,745 

(5,565) 
(3,804) 
(1,761) 

685 
(1,076) 

12/31/2007 

$ 

$ 

119,568 
95,456 

(24,112) 
1,419 

(25,531) 
9,934 

(15,597) 

S 23,770 
(18,547) 

5,223 
(2,032) 
3,191 

25,531 
(24,112) 

1,419 
(552) 
867 

[A] 
[B] 
[C] = [B]-[A] 

PI 
[E] = [C]-[D] 
[F] = - [E] * tax rate 
[G] = [E1 + [F] 

[E] 
[C] 
[H] = [D] = [E] + [C] 
[I] = - [H] * tax rate 
[J1 = [H] + [I] 

Composite Effective Income Tax Rate 38.91% 

Sources: 
[A] & [B] Estimates per Watson Wyatt 
[D] See MECO-928 p. 1 of 2 
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Maui Electric Company, Ltd. 
Pension Balances - Rate Base Allocation by Division 

($ thousands) 

i?./3l/06: 
Allocation basis: 

Employee Count 

Allocation percent 

Amounts to be allocated: 
Pension AOCI Charge (Pre 

Pension Liability 

R3te Base (excluding Defei 

-Tax) 

rred Tax impact) 

Maui 

312 

93.1% 

22,138 

(17,274) 

4,864 

Lanai 

9 

2,7% 

639 

(498) 

141 

Molokai 

14 

4.2% 

993 

(775) 

218 

MECO 
Consolidated 

335 

100.0% 

23,770 

(18,547) 

5,223 

[A] 

[B] 

[B] 

[B] 

12/31/07: 
Allocation basis: 

Employee Count 

Allocation percent 

Amounts to be allocated: 

Pension AOCI Charge (Pre-Tax) 

Pension Liability 

Rate Base (excluding Deferred Tax impact) 

312 

93.1% 

23,778 

(22,457) 

1,322 

9 

2.7% 

686 

(648) 

38 

14 

4.2% 

1,067 

(1,008) 

59 

335 

100.0% 

25,531 

(24,112) 

1,419 

[A] 

tB] 

IBl 

[B] 

Sources: 
[A] MECO-1101, page 2 of 2 
[B] MECO-928 page 2 of 2 



Maui Electric Company, Limited 
OPEB Balances 

1993-2007 
(S in thousands) 

Year 

1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

2006 (Est.) 

2007 (Est.) 

Total 

Beginning OPEB 
Liability Balance 

A 
Prior Year Col. D 

s 

Rate Base Calculation: 
Estimated Balance, 
Estimated Balance, 

12/31/06 
12/31/07 

Average 2007 Balance 

-

(2,233) 
(3,899) 
(3,808) 
(3,584) 
(3,360) 
(3,136) 
(2,912) 
(2,688) 
(2,464) 
(2,240) 
(2,016) 
(1,792) 

(1,568) 

(1,344) 

Contributions to 

S 

$ 

$ 

s 

s 

Trust 

B 

451 
786 

2,453 
2,732 
2,649 
1,751 

806 
451 
491 
776 

1,358 
1,217 
1,383 

1,199 

1,344 

19,847 

-

-

-

$ 

1 

1 

$ 

[1] 
[2] 

FAS 106 
Accrual 

c 

([lH2])/2 

2,684 
2,452 
2,362 
2,508 
2,425 
1,527 

582 
227 
267 
552 

1,134 
993 

1,159 

975 

1,120 

20,967 

Ending OPEB 
Liability Balance 

D 
A+B-C 

$ (2,233) 
(3,899) 
(3,808) 
(3,584) 
(3,360) 
(3,136) 
(2,912) 
(2,688) 
(2,464) 
(2,240) 
(2,016) 
(1,792) 
(1,568) 

(1,344) 

(1,120) 

Ending SFAS 106 
Regulatory Asset 

E 

$ 2,233 
3,899 
3,808 
3,584 
3,360 
3,136 
2,912 
2,688 
2,464 
2,240 
2,016 
1,792 
1,568 

1,344 

1,120 

Ending OPEB 
Balance 

F 
D+E 

$ 
-
-
-
-
-
-
-
-
-
-
-
-

-

-

Recorded balances, except as noted in footnote 1 below. 

' Contribution and FAS 106 accrual amounts per instructions from HEI 

[1] 

[2] 

S 
-fl z 

o o 
0\ 



M 

Accumulated Postretirement Benefit Obligation 
Fair Value of Plan Assets 
Oveffiinded (Underfunded) 
Less: OPEB Liability (SFAS 106) 
AOCI Charge (Pre-Tax) 
AOCI Tax Effect 
AOCI Charge 

SFAS 106 OPEB Regulatory Asset 
SFAS 158 OPEB AOCI Charge 
OPEB Liability 
Rate Base (excluding Deferred Tax impact) 
Deferred Tax 
Net Rate Base (including Deferred Tax impact) 

aui Electric Company, Ltd. 
OPEB Balances 

$ thousands 

12/31/2006 

S 
$ 
$ 
$ 
$ 
$ 
S 

$ 

24,878 
18,341 
(6,537) 
(1,344) 
(5,193) 
2,021 

(3,172) 

1,344 
5,193 

(6,537) 

-

2007 Activity 

$ 
$ 
S 
$ 
S 
$ 
$ 

1,601 
1,713 

112 
224 

(112) 
44 

(68) 

12/31/2007 

$ 
$ 
$ 
$ 
$ 
$ 
$ 

$ 

26,479 
20,054 
(6,425) 
(1,120) 
(5,305) 
2,064 

(3,241) 

1,120 
5,305 

(6,425) 

-

MECO-929 
DOCKET NO. 2006-0387 
PAGE 2 OF 5 

[A] 
[B] 
[C]=[B]-[A] 
[D] 
[E] = [C]-[D] 
[F] = - [E] * tax rate 
[G] = [E] + [F] 

[H] 
[I] 
[C] 
[J]=[F] + [E] + [C] 
[K] = - [J] * tax rate 
[L]=[J] + [K] 

Composite Effective Income Tax Rate 38.91% 

Sources: 
[A] & [B] Estimates per Watson Wyatt 
[D] See MECO-929 pages 1 of 4 and 3 of 4 
[F] See MECO-929 p. 3 of 4 
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Maui Electric Company, Limited 

Unamort ized SFAS 106 O P E B Regulatory Asset 

($ in thousands) 

RECORDED BALANCE - 12/31/05 1,568 

Amortization - 2006 224 

ESTIMATED BALANCE - 12/31/06 1,344 

Amortization - 2007 224 

ESTIMATED BALANCE - 12/31/07 1,120 

AVERAGE 2007 BALANCE 1,232 

NOTE: Totals may not add exactly due lo rounding. 



Maui Electric Company, Limited 
OPEB Liability (SFAS 106) 

($ in thousands) 
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RECORDED BALANCE as of 12/31/05 

Add: FAS 106 Cost 
Less: Executive Life Expense 

1,568 

1,072 
(97) 

Less: Contributions 

ESTIMATED BALANCE - 12/31/06 

Add: FAS 106 Cost 
Less: Executive Life Expense 

Less: Contributions 

ESTIMATED BALANCE - 12/31/07 

AVERAGE 2007 BALANCE 

(1,199) 

1,344 

1,216 
(96) 

(1,344) 

1,120 

1,232 

NOTE: Totals may not add exactly due to rounding. 



Maui Electric Company, Ltd. 
OPEB Balances - Rate Base Allocation by Division 

($ thousands) 
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12/31/06: 
Allocation basis: 

Employee Count 

Allocation percefit 

Amounts to be allocated: 

SFAS 106 OPEB Regulatory Asset 

SFAS 158 OPEB AOCI Charge 

OPEB Liability 

Rate Base (excluding Deferred Tax impact) 

Maui 

312 

93.1% 

1,252 

4,836 

(6,088) 

. 

Lanai 

9 

2.7% 

36 

140 

(176) 

-

Molokai 

14 

4.2% 

56 

217 

(273) 

_ 

MECO 
Consolidated 

335 

100.0% 

1,344 

5,193 

(6,537) 

[A] 

[B] 

[B] 

TBI 

[B] 

12/31/07: 
Allocation basis: 

Employee Count 

Allocation percent 

Amounts to be allocated: 
SFAS 106 OPEB Regulatory Asset 

SFAS 158 OPEB AOCI Charge 

OPEB Liability 

Rate Base (excluding Deferred Tax impact) 

312 

93.1% 

1,043 

4,941 

(5,984) 

_ 

9 

2.7% 

30 

143 

(173) 

-

14 

4.2% 

47 

222 

(269) 

_ 

335 

100.0% 

1,120 

5,305 

(6,425) 

. 

[A] 

IBl 

[B] 

fBl 

[B] 

Sources: 
[A] MECO-I 101, page 2 of 2 
[B] MECO-929 page 2 of 2 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Julie K. Price, and my business address is 220 South King Street, 

4 Honolulu, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am employed by Hawaiian Electric Company, Inc. ("HECO"), and my title is 

7 Manager of Compensation & Benefits. My work experience and educational 

8 background are shown in MECO-1000. 

9 Q. What will your testimony cover with respect to this case? 

10 A. My testimony will cover Maui Electric Company, Limited's ("MECO") 2007 test 

11 year estimates for employee benefits expenses which are included in the total 

12 Administrative and General ("A&G") expenses, discussed by Mr. Lyle Matsunaga 

13 in MECO T-9. I will also cover the wage and salary increases and the Human 

14 Resources Suite computer software development project expenses included in the 

15 test year. Employee benefits and compensation programs for MECO's bargaining 

16 unit and non-bargaining unit (merit) employees are generated at HECO. While 

17 MECO handles the day-to-day administration of these programs which involve 

18 activities such as enrollment, premium payments and employee services, activities 

19 such as plan design, contracts, administrative systems and processes are handled 

20 by HECO. 

21 DESCRIPTION OF ACCOUNTS 

22 Q. In what account does MECO record employee benefit expenses? 

23 A. Employee benefit expenses are recorded in account no. 926000, employee pension 

24 and benefits, which includes expenses related to providing pension and other 

25 employee benefits to employees. Benefits provided to regular employees are 
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1 described in MECO-WP-1050. 

2 Q. How will you explain the costs of these employee benefits? 

3 A. Since account no. 926000 includes a wide range of employee benefit expenses, 

4 our explanation will breakdown non-labor expenses into the following general 

5 categories to facilitate analysis: 

6 Qualified Pension Plan 

7 Non-Qualified Pension Plans 

8 Other Postretirement Benefits 

9 Long-Term Disability Benefits 

10 Flex Credits Less Prices 

11 Group Medical Plan Premiums 

12 Group Dental Plan Premiums 

13 Group Vision Plan Premiums 

14 Group Life Insurance Plan Premiums 

15 Other Benefits/Administration 

16 Amounts by these categories are provided in MECO-1001. Labor costs to 

17 administer the programs arc also included in account no. 926000. Labor rates 

18 used to determine labor costs for the test year are discussed by Mr. Lyle 

19 Matsunaga in MECO T-9. 

20 Q. Arc all employee benefits costs charged to operations and maintenance ("O&M") 

21 expense? 

22 A. No. The employee benefits costs charged to O&M expense are a net amount 

23 resuUing from: 

24 (1) the total cost of employee benefits (account no. 926000), less 

25 (2) the amounts transferred to construction and to other (account no. 926020). 
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1 The amount transferred to construction and to other (account no. 926020) is 

2 addressed by Mr. Lyle Matsunaga in MECO T-9. 

3 ADJUSTMENTS/NORMALIZATIONS 

4 Q. Were any adjustments made to employee benefits expenses for this rate case? 

5 A. Yes. These adjustments are shown in MECO-1001, column (h). Rate case 

6 adjustments were made to delete certain benefit expense items in order to simplify 

7 and reduce the number of issues in this case. Other budget adjustments were 

8 made, as appropriate, to update the Operating Budget amounts with test year 

9 estimates made subsequent to the preparation of the budget amounts. Individual 

10 adjustments are discussed in the applicable areas of my testimony. 

11 Q. What normalization adjustment was made to employee benefits expenses? 

12 A. A normalization adjustment of negative S18,700 as shown in MECO-1001, 

13 column (i), was made to adjust the expenses related to the renegotiation of the 

14 contract with the union upon the expiration of the current contract in 2007. This 

15 normalization adjustment is discussed later in my testimony. 

16 ALLOCATION TO DIVISIONS 

17 Q. How were the employee benefit expenses allocated lo each of the divisions -

18 Maui, Lanai and Molokai? 

19 A. Other than the expenses attributable to a specific division, employee benefit 

20 expenses were allocated based on the number of employees projected for each 

21 division for the test year - Maui 312, Molokai 14, and Lanai 9 (total employee 

22 count of 335). The allocation is shown in MECO-1001, page 2. Note that my 

23 testimony will discuss employee benefit expenses in total. 
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1 ACCOUNT NO. 926000 - EMPLOYEE PENSIONS AND BENEFITS 

2 Qualified Pension Plan 

3 Q. What expenses are included in this category? 

4 A. Expenses related to providing pension benefits to MECO's employees arc 

5 included in this category. 

6 Q. How does the Company provide pension benefits to its employees? 

7 A. The Company provides pension benefits to its employees by participating in the 

8 Retirement Plan for Employees of Hawaiian Electric Industries, Inc. and 

9 Participating Subsidiaries ("HEI Retirement Plan"), a qualified defined benefit 

10 pension plan. AUhough assets of the HEI Retirement Plan are commingled for all 

11 participating employers, assets and liabilities of each participating employer are 

12 separated for purposes of determining each participating employer's pension 

13 costs. The amounts provided in this rate case are the portion that applies to 

14 MECO only 

15 The pension plan is an integral part of the Company's compensation 

16 package and enhances the Company's efforts to attract and retain quality 

17 employees engaged in the provision of electric service to the public. 

18 Q. What is the pension expense for the test year? 

19 A. The pension expense for the test year related to the qualified pension plan is 

20 $3,804,000 as shown on MECO-1001, page 1. 

21 Q. What areas of the pension expense will you cover? 

22 A. My testimony will describe the factors that affect pension expense and the 

23 components of the net periodic pension cost. 

24 The accounling and ratemaking treatment of pension costs are discussed by Mr. 

25 Lyle Matsunaga in MECO T-9. 
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1 Q. How is pension expense determined? 

2 A. Watson Wyatt Worldwide, the plan's independent actuary, determines the pension 

3 expense to be recognized by the Company each year in accordance with the 

4 provisions of Statement of Financial Accounting Standards No. 87 (SFAS 87). 

5 Under SFAS 87, the Company's pension cost is referred to as the net periodic 

6 pension cost ("NPPC"). 

7 Q. What is the NPPC? 

8 A. This is the amount that MECO is required to recognize on its financial statements 

9 as the cost of providing pension benefits to its employees for the year, which 

10 includes the capitalized amount and the amount charged to expense. 

11 Q. How was the 2007 test year estimate determined? 

12 A. Watson Wyatt Worldwide calculated the 2007 test year estimated NPPC by using 

13 employee data as of January 1, 2006, and applying assumptions such as mortality, 

14 retirement and termination, and assumed salary/wage increases. New participants 

15 were assumed to enter as of January 1, 2007. The estimated NPPC for 2006 and 

16 2007 are shown in MECO-1002. 

17 Q. Why was the budget estimate for pension expense updated? 

18 A. The Operating Budget estimate for pension expense was updated to refiect the 

19 revised estimate by Watson Wyatt Worldwide. 

20 Q. When will the actual 2007 NPPC be determined? 

21 A. Watson Wyatt Worldwide will determine the actual 2007 NPPC in June 2007, 

22 based on actual employee data as of January I, 2007. 

23 Q. Has the Commission used the NPPC in determining the Company's revenue 

24 requirements in prior cases? 

25 A. Yes. Since the adoption of SFAS 87 in 1987, the Company has consistently and 
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1 properly incorporated the NPPC in the forecast of employee benefits and the 

2 Commission has accepted MECO's treatment of pension costs consistent whh 

3 SFAS 87 in Decision and Order No. 16922 (April 6, 1999), Docket No. 97-0346, 

4 MECO's 1999 test year rate case. The Commission also accepted the treatment of 

5 pension costs consistent with SFAS 87 in Decision and Order No. 18365 

6 (February 8, 2001) in Docket No. 99-0207 ( HELCO's 2000 test year rate case), 

7 and in prior HECO rate cases, Decision and Order No. 11317 (Oct. 17, 1991) in 

8 Docket No. 6531, Decision and Order No. 11699 (June 30, 1992) in Docket No. 

9 6998, Decision and Order No. 13704 (December 28, 1994) in Docket No. 7700, 

10 and Decision and Order No. 14412 (December 11,1995) in Docket No. 7766. 

11 The parties in HECO's 2005 test year rate case currently pending before the 

12 Commission, Docket No. 04-0113, accepted HECO's pension expense estimates 

13 which were based on the NPPC, determined in accordance with SFAS 87. See 

14 Stipulated Settlement Letter filed September 16, 2005 and HECO RT-15 in 

15 Docket No. 04-0113. 

16 More recently, the Division of Consumer Advocacy stated the following in 

17 its December 8, 2006 Statement of Position in Docket No. 05-0310: "It should be 

18 made clear, however, that the Consumer Advocate does nol object to the 

19 Commission confirming that the Companies can continue to recover its annual 

20 cost of providing pension benefits, as actuarially calculated under the provision of 

21 SFAS No. 87, with the clarification that the Consumer Advocate reserves the right 

22 to review the reasonableness of the pension expense included in the revenue 

23 requirement for future rate case proceedings." 

24 Q. Is the NPPC the amount that MECO is required to contribute to fund its pension 

25 obligation? 
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1 A. No. The NPPC is the accrual cost that MECO needs to recognize for financial 

2 reporting purposes under SFAS 87. Minimum funding requirements for qualified 

3 pension plans are specified under the Employee Retirement Income Security Act 

4 of 1974 ("ERISA"), and maximum tax deductible amounts for federal income tax 

5 calculation purposes are specified by the Intemal Revenue Code ("IRC"). 

6 MECO's minimum contribution funding requirement and maximum tax 

7 deductible contribution amounts are also calculated by Watson Wyatt Worldwide 

8 and provided in the actuarial valuation of the pian. The most recent valuation as 

9 of January 1, 2006, is provided in MECO-WP-I051. 

10 Q. How does the Company fund the plan? 

11 A. The Company fiands the plan by making tax deductible contributions into a trust 

12 held by the plan's trustee, the Bank of New York. A pension investment 

13 committee ("PIC") is the named fiduciary for the plan and is responsible for 

14 overseeing the administration of the plan and management of plan assets. 

15 Q. What contributions have been made to fund the plan? 

16 A. Company contributions made to the trust since the adoption of SFAS 87 are 

17 shown in MECO-I003, line 8. The PIC's funding policy is to contribute amounts 

18 to the plan in accordance with the funding requirements of ERISA and the IRC. 

19 Within the minimum funding requirements of ERISA and the maximum 

20 deductible fimding allowed under the IRC, the PIC considers the fmancial 

21 reporting of the plan. There are no specific regulations in financial reporting as to 

22 how a company should flind its pension plan. Generally, it has been the practice 

23 of the PIC to fund the NPPC; however, in 2003, 2004 and 2005, the PIC based its 

24 funding decision largely on the fijnded status of the plan (see MECO T-9 for a 

25 more detailed discussion of the funding in 2003, 2004 and 2005). As previously 
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1 noted, minimum funding requirements and maximum tax deductible amounts are 

2 determined by Watson Wyatt Worldwide. 

3 Q. What accounts for the fiuctualions in the NPPC? 

4 A. Fluctuations are primarily attributable to changes in the discount rate and asset 

5 return rate assumptions and the actual investment retums. Assumption changes 

6 affect the various components of the NPPC resulling in an increase or decrease. 

7 In general, a decrease in the discount rate assumption alone results in increased 

8 projected liabilities and higher pension costs, and an increase in the asset retum 

9 rate assumption alone results in lower pension costs due to higher projected 

10 investment returns. If actual investment retums are greater than the assumption, a 

11 reduction in pension costs will result and if actual retums are lower than the 

12 assumption, pension costs will increase. The NPPC, primary assumptions and 

13 actual investment returns since 1987 are shown in MECO-1003. 

14 a. Factors Affecting Pension Expense 

15 Q. What factors determine the Company's pension expense? 

16 A. In general, pension expense is determined by the requirements of SFAS 87 and the 

17 following factors: 

18 1) plan provisions, 

19 2) demographic characteristics of employees covered by the plan, 

20 3) performance of the pension fund investments over time, 

21 4) actuarial assumptions, and 

22 5) methodology to determine the value of plan assets. 

23 n Plan Provisions 

24 Q. How do the provisions of the pension plan affect pension expense? 

25 A. The provisions of the plan determine the amounts that the plan will have to pay to 
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1 employees when they become eligible to retire. 

2 Q. How are pension plan provisions determined? 

3 A. Pension pian provisions for the members of the bargaining unit arc negotiated 

4 between the Company and the Intemational Brotherhood of Electrical Workers 

5 ("IBEW"), Local 1260. A different benefit formula applies to merit employees, 

6 but other plan provisions are the same as those for bargaining unit employees. 

7 The main provisions of the HEI Retirement Plan are summarized on pages 30-33 

8 ofMECO-WP-1051. 

9 2) Employee Demographics 

10 Q. How do employee demographics affect pension expense? 

11 A. Pension benefits are deiermined by the employees' years of service, age at 

12 retirement, and wage levels or average salary levels at the time of retirement. The 

13 length of benefit paymenls depends on how long the employee lives, whether or 

14 not the employee has a surviving spouse at the time of death and how long the 

15 surviving spouse lives. Therefore, demographics such as hire dates, birthdates, 

16 pay rates, sex and marital status are used to determine benefit levels. The 

17 Company provides Watson Wyatt Worldwide with information about employees 

18 (age, sex, status, years of service, pay/salary rates) as of January 1 of each year 

19 that is used to determine the pension expense for that year. 

20 3) Pension Fund Performance 

21 Q. How does the performance of the pension fund affect pension costs? 

22 A. The Company is generally required to fund for each employee's benefit during the 

23 employee's career whh MECO. The expected retum on pian assets in the trust 

24 offsets the NPPC. As assets increase due to Company contributions and 

25 investment performance, the expected return will also increase and will reduce 
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1 pension cost. The Company's contributions are accumulated in a trust from which 

2 retirement benefits are paid. The fund is invested by professional investment 

3 managers. The trustee provides investment information to Watson Wyatt 

4 Worldwide. 

5 4) Actuarial Assumptions 

6 Q. Why are actuarial assumptions needed to estimate pension expenses? 

7 A. The Company's uUimate cost for the pension plan will not be known until all 

8 benefits are paid to all participants and beneficiaries. During the life of the plan, 

9 benefits payable are estimated using certain assumptions which take inlo accouni 

10 probabilities for determining how many and at what time participants will become 

11 ehgible for benefits, the size of the benefits expected to be paid, how long benefits 

12 will be paid and the current value of friture benefits. The assumptions, together 

13 with participant data and plan provisions determine the liability of the plan from 

14 which pension cost is determined. 

15 Q. What arc some of the assumptions used? 

16 A. There are demographic assumptions such as turnover rates, mortality, retirement 

17 ages, the number of married participants and economic assumptions such as 

18 discount rates, asset retum rates and salary increase rates. 

19 Q. How arc these assumptions determined? 

20 A. These assumptions are determined by the Company in conjunction whh Watson 

21 Wyatt Worldwide and approved by the Company's independent auditor. 

22 Generally, demographic assumptions are based on the plan's historical experience. 

23 The discount rate assumption, however, is detemiined as required under SFAS 87 

24 as a proxy for investment grade corporate bonds yield rates and the rate selected is 

25 approved by the Company's independent auditor. 
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1 5) Methodology for Determination of the Value of Plan Assets 

2 Q. How is the value of plan assets determined? 

3 A. The asset valuation method is selected by the Company in conjunction with 

4 Watson Wyatt Worldwide with the approval of the Company's independent 

5 auditor. Under the method used by MECO, the difference between the actual 

6 market value of assets and the expected market value of assets as of the valuation 

7 date is recognized over a five-year period - 0% in the first year and 25% in each 

8 of the next four years. The market value of assets as of the valuation date is 

9 adjusted for the unrecognized gains and losses from the prior four years to 

10 determine the market-related value of assets; the market-related value must be 

11 between 85% - 115% of the market value. If the market-related value of assets as 

12 determined above is less than 85% (or more than 115%) of the market value of 

13 assets, the market-related value of assets is set equal to 85% (or 115%) of the 

14 market value. As these gains and losses are recognized they are reflected in the 

15 market-related value and the accumulated gain/loss which determines, in part, the 

16 Amortization of Gain/(Loss) component of the NPPC. 

17 b. Components of Pension Expense 

18 Q. What are the components of the NPPC? 

19 A. SFAS 87 specifies six basic components of the NPPC. The actual amount for 

20 2005 and estimated for 2006 and 2007 as determined by Watson Wyatt 

21 Worldwide are as follows: 
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1 

2 

3 

4 

5 

6 
7 

8 

9 
10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

1) Service Cost 

2) Interest Cost 

2005 Actual 

$ 3,682,993 

$ 5,824,357 

2006 Estimated 2007 Estimated 

$3,953,326 $3,774,000 

3) 

4) 

5) 

6) 

Expected Return on 
Assets ($8,183,632) 

Amortization of Transition 
Obligation $ 0 

S 6,090,083 

($7,954,424) 

0 

$ 6,534,000 

($7,557,000) 

0 

Amortization of Prior 
Service Cost (S 106,824) 

Amortization of 
(Gain)/Loss $ 528.230 

Total NPPC $ 1.745,124 

n Service Cost 

2005 Actual 2006 Estimated 2007 Estimated 

($ 106,824) ($ 106,000) 

$ 1.227.497 

$ 3.209.658 

$ 1.159.000 

$ 3.804.000 

Q. 

A. 

Q. 

A. 

Q-

A. 

What is the "service cost" component? 

The service cost is the "actuarial present value" of the pension benefits earned 

during the year reflecting pay projected to retirement. 

How was the service cost component for the lesl year determined? 

The actuary used certain assumptions to estimate the amount of benefits that the 

Company will pay for an employee attributable to service in the test year and 

determined the present value of these benefits (i.e., the service cost) assuming a 

discount rate of 6% for the test year. 

2) Interest Cost 

What is the "interest cost"? 

The interest cost component of the net periodic pension cost is the increase in the 

present value of the projected benefit obligation due to the passage of one year's 

time. The projected benefit obligation is an estimate of the pension benefits based 
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1 on service accmed as of the beginning of the test year and projected pay at 

2 retirement. Measuring the projected benefit obligation as a presenl value requires 

3 accmal of an interest cost at rates equal to the assumed discount rale. 

4 3) Expected Return on Plan Assets 

5 Q. How is the "expected retum on plan assets" used in the computation of pension 

6 expense for the year? 

7 A. The Company's overall pension costs are reduced by the earnings on the assets 

8 that have been accumulated with contributions to the pension flind. The return on 

9 plan assets includes the plan's dividend and interest income for the year, plus 

10 realized and unrealized appreciation less any depreciation in the market value of 

11 its investments and the expenses related to benefits paid, administration and 

12 investing the fund. 

13 The test year estimate was based on an 8.5% assumption for the expected 

14 return on plan assets. This rate is intended to reflect the average long term rate of 

15 eamings expected on investments in the pension ftind. 

16 A) Amortization of Transition Obligation 

17 Q. What is the "amortization of transition obligation"? 

18 A. This is the difference between the fair market value of plan assets and the actuarial 

19 present value of pension benefits earned al the time of transition to the provisions 

20 of SFAS 87. MECO's transition obligation has been fully amortized as of 

21 December 31, 2003. 

22 5) Amortization of Prior Service Cost 

23 Q. What is the "amortization of prior service cost"? 

24 A. This is the amortization of a change in the projected benefit obligation due to a 

25 plan amendment. Under SFAS 87 increases or decreases in the projected benefit 
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1 obligation due to a plan change should be amortized as a component of future 

2 pension cosls over the average remaining service lives of active employees at the 

3 time of the amendment. 

4 6) Amortization of (GainVLoss 

5 Q. Please explain the amortization of gains and losses. 

6 A. Gain and losses are changes in the amount of either the projected benefit 

7 obligation or the plan assets. These changes result from experience that is 

8 different from that expected and from changes in assumptions. 

9 If accumulated gains and losses are greater than a "corridor" amounl, a portion is 

10 recognized in the current year (determined as the excess over the corridor 

11 amortized over the average remaining service lives of active employees expected 

12 to receive benefits under the plan). 

13 Q. What accounts for the increase in the NPPC from 2005 to 2007? 

14 A. Referring to section b "Components of Pension Expense" of this testimony, the 

15 NPPC increased from an actual of $1,745,124 in 2005 to an estimated $3,804,000 

16 for test year 2007, an increase of approximately $2,059,000. The increase in the 

17 Service Cost and Interest Cost components of approximately $801,000 is due 

18 mainly to an increase in the number of active participants and retirees as well as 

19 the effects of inflation. The Expected Retum on Plan Assets component 

20 decreased by approximately $627,000 from 2005 to 2007 due mainly to a change 

21 in the asset retum rale assumption from 9% to 8.5% and a decrease in the market 

22 related value due to asset losses in prior years. For example, the retums on market 

23 value for 2001 and 2002 were -10% and -14%, respectively, compared to the 

24 assumption of 10%. The Amortization of Gain/Loss component increased by 

25 approximately $631,000 from 2005 to 2007 which is attributed to asset losses and 
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1 losses from an increase in liabilities for active participants and retirees. 

2 Q. Why was the asset return rate assumption changed? 

3 A. The asset return assumption was changed based on analyses of the asset allocation 

4 and lower expected friture returns on asset classes than previously projected. 

5 Non-Oualified Pensions 

6 Q. What do the expenses for non-quahfied pensions represent? 

7 A. The Company participates in the HEI Excess Pay Supplemental Executive 

8 Retirement Plan ("Excess Pay SERP"), and the HEI Excess Benefit Plan ("Excess 

9 Plan"). These non-qualified plans are described in the excerpt from the 2006 

10 Proxy Statement attached as MECO-1004. Non-qualified benefits payable by the 

11 Excess Pay SERP and the Excess Plan arise for participants because their benefits 

12 under the qualified pension plan are restricted by IRS hmits. 

13 Q. What is the estimate for non-qualified pensions? 

14 A. The estimate for non-qualified pensions is $ 1,000. This amount represents the 

15 expenses for pension benefits payable to ceriain executives. 

16 Q. How were these expenses determined? 

17 A. Watson Wyatl Worldwide determined these expenses using the same 

18 methodology that applies to the qualified pension plan in accordance with SFAS 

19 87. 

20 Q. How has MECO treated non-qualified pension expense for the test year? 

21 A. In order to reduce the number of issues in this proceeding, non-qualified pension 

22 expense has been removed from test year expenses, as shown in MECO-1001, 

23 column h, line 2. The 2007 test year estimate for non-qualified pension expense is 

24 $0. However, the Company's position is that pension benefits are earned by all 

25 employees under the provisions of the plan and earned benefits should not be 
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1 treated differently for ratemaking purposes due to statutory limits. Therefore, the 

2 Company reserves the right to include non-qualified pension expense in hs test 

3 year estimates in future rate cases. 

4 Other Postretirement Benefits 

5 Q. What expenses are included in the other postreliremenl benefits category? 

6 A. Expenses related to providing postretirement benefits other than pensions to 

7 MECO's employees are included in this category. 

8 Q. How does MECO provide postretirement benefits other than pensions to its 

9 employees? 

10 A. MECO provides postretirement benefits other than pensions by participating in 

11 the Postretu'ement Welfare Benefits Plan for Employees of Hawaiian Electric 

12 Company, Inc. and Participating Employers ("HECO Postretirement Plan"). 

13 Q. What is MECO's 2007 test year estimate for other postretirement benefits, after 

14 applicable adjustments? 

15 A. The Company's 2007 test year estimate for other postretirement benefits after 

16 adjustment, is $1,284,500 which includes the following: 

17 Net periodic post retirement benefit cost $ 1,215,000 

18 Amortization of regulatory asset 224,000 

19 Electric discount for retirees ( 58,500) 

20 Adjustment lo delete life insurance for 
21 senior management (96.000') 

22 Total (MECO-1001, column j , line 3) $ 1.284.500 

23 Q. Please explain the reduction for the electric discount for retirees. 

24 A. The Operating Budget amount includes a reduction of $58,500 (shown in the tabic 

25 above) to the other postretirement benefits cost which represents the estimate of 
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1 the electric discount provided to retu-ees since the electric discount is ah-eady 

2 reflected in the test year in the form of lower revenues. This amount was deleted 

3 from the postretirement benefit cost estimate to avoid duplication. 

4 Q. Please explain the $97,000 adjusiment lo other postretu-ement benefils shown in 

5 MECO-1001, page 1, column (h), line 3. 

6 A. The amount for other postretirement benefits was adjusted by 1) $ 1,000 to reflect 

7 the revised estimate by Watson Wyatt Worldwide, and 2) $96,000 (shown in the 

8 tabic above) to delete postretirement costs related to life insurance for MECO's 

9 senior management personnel in order to simplify and reduce the number of issues 

10 in this proceeding. These costs have been disallowed in prior cases. However, 

11 the Company reserves the right to propose inclusion of these expenses in its 

12 revenue requirement in future rate cases. 

13 Q. How was the postretirement benefit expense for the test year determined? 

14 A. Watson Wyatt Worldwide, the plan's actuary, determines the postretirement 

15 benefit expense to be recognized by the Company each year according to the 

16 provisions of the Statement of Financial Accounting Standards No. 106, 

17 Employers' Accounting for Postretirement Benefits Other Than Pensions ("SFAS 

18 106"). The calculation ofpostretu'ement benefit expense under SFAS 106 is 

19 similar to the calculation of the NPPC under SFAS 87. Under SFAS 106, the 

20 Company's postretirement benefit cost is referred to as the net periodic 

21 postretirement benefit cost ("NPBC"). This is the amount that MECO must 

22 recognize on its financial statements as the cost of providing other postretirement 

23 benefits to its employees for the year, which includes the capitalized amount and 

24 the amount charged to expense. The estimated NPBC for 2006 and 2007 are 

25 shown in MECO-1005. 
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1 Q. When will the actual 2007 NPBC be determined? 

2 A. The actual 2007 NPBC will be determined by Watson Wyatt Worldwide in June, 

3 2007, based on employee data as of January 1, 2007. 

4 Q. How has the Commission treated postretirement benefits costs for ratemaking 

5 purposes? 

6 A. The Commission's Decision and Order No. 13659, (November 29, 1994), and 

7 letter, dated December 28, 1994, in Docket Nos. 7243 and 7233 (Consolidated) 

8 allowed MECO to adopt SFAS 106 in its entirety and to include in its rates the full 

9 cost of postretirement benefits olher than pensions calculated pursuant to SFAS 

10 106, effective January I, 1995. In addition, the Commission allowed MECO lo 

11 amortize the regulatory asset established for the deferral of posiretirement benefit 

12 costs other than pensions for the period January 1, 1993 to December 31,1994, 

13 over an 18-year period beginning January 1, 1995. The tolal amount being 

14 amortized is $4,031,000, or $224,000 per year. 

15 Q. Does MECO fund the postretirement benefits? 

16 A. Yes. As directed by the Commission in Decision and Order No. 13659, MECO 

17 funds the entire postretirement benefit costs lo the maximum extent possible using 

18 tax advantaged funding vehicles. 

19 Q. What are these funding vehicles? 

20 A. In accordance with its funding plan submitted to the Commission on January 3, 

21 1995, in Docket No. 7243, the Company makes contributions to trusts established 

22 to provide these benefits - two Voluntary Employees' Beneficiary Association 

23 ("VEBA") trusts (bargaining unit and non-bargaining). Addhional contributions 

24 are also made to a special 401(h) account in the existing pension plan Imst lo 

25 provide postretirement medical benefils for non-bargaining employees. AUhough 
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1 the assets of these trusts arc commingled for all participating employers, assets 

2 and liabihties of each participating employer are separated for purposes of 

3 determining postretirement benefit expenses and funding amounts for each 

4 participating employer. Maximum tax deductible contributions to the various 

5 funding vehicles are determined by Watson Wyatt Worldwide and included in Us 

6 actuarial valuation of the plan. A copy of the January 1, 2006, valuation of the 

7 HECO Postretirement Plan is provided in MECO-WP-1052. 

8 Q. How are the contributions in the tmsts invested? 

9 A. Assets are held by the plan's trustee, the Bank of New York. The PIC is the 

10 named fiduciary for the management of the plan assets. The PIC uses professional 

11 money managers to manage the plan assets. 

12 a. Factors Affecting Postretirement Expense 

13 Q. What factors determine the Company's postretirement benefits expense? 

14 A. In general, postretu-ement benefits expense is determined by the requh-ements of 

15 SFAS 106 and factors which are similar to those that determine pension expense, 

16 and include the following: 

17 1) plan provisions, 

18 2) demographic characteristics of employees covered by the plan, 

19 3) performance of the tmsl fund investments over lime, 

20 4) actuarial assumptions used in the calculations, and 

21 5) methodology used to determine the value of plan assets. 

22 1) Plan Provisions 

23 Q. What are the postretu'ement benefits that MECO provides to its retirees? 

24 A. MECO provides the following postretirement benefits to retirees: 

25 I) medical/drug insurance, 
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1 2) partial reimbursement of Medicare Part B premiums, 

2 3) vision insurance, 

3 4) dental insurance, 

4 5) life insurance, and 

5 6) electric service discount. 

6 A summary of these benefits is provided in MECO-WP-1052, pages 22-26. 

7 Q. How are postretu*ement benefits determined? 

8 A. Benefits for bargaining unit employees are negotiated between the Company and 

9 the IBEW, and are included in the Benefit Agreement by and between Hawaiian 

10 Electric Company, Inc., Hawaii Electric Light Company, Inc, Maui Electric 

11 Company, Ltd., and Local 1260 of the IBEW. The Benefit Agreement is provided 

12 in MECO-WP-1053. The electric discount is included in an Agreement between 

13 Maui Electric Company Limited and Local 1260 of the IBEW. The page of the 

14 Agreement that includes the electric discount provision is provided in MECO-

15 WP-1054. MerU employees are provided the same postretirement benefits 

16 provided to bargaining unU employees. 

17 2) Employee Demographics 

18 Q. How do employee demographics affect postretirement benefit expense? 

19 A. Eligibility for postretirement benefits is determined by eligibilUy for pension 

20 benefits. The length of coverage depends on how long the employee lives and 

21 whether or not the employee has a spouse. Therefore, demographics such as hire 

22 dates, birthdates, and marital status are used to determine coverage. Watson 

23 Wyatt Worldwide uses the demographic information provided for the pension plan 

24 as of January 1 of each year to determine the postretirement benefit expense for 

25 that year. 
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1 3) Postretirement Fund Performance 

2 Q. How docs the performance of the postretirement investment fijnds affect 

3 postretirement benefit expense? 

4 A. The Company is generally required to recognize the cost of each employee's 

5 postretirement benefits during the employee's career wUh MECO. The expected 

6 return on plan assets in the trust offsets the NPBC. As assets increase due lo 

7 Company contributions and investment performance, the expected retum will also 

8 increase and will reduce postretirement benefit expense. The Company makes 

9 contributions each year into the various funding vehicles previously mentioned to 

10 fund postretirement benefits when employees retire. The fund is invested by 

11 professional investment managers. The tmstee (the Bank of New York) provides 

12 investment information to Watson Wyatt Worldwide. 

13 4) Actuarial Assumptions 

14 Q. Are actuarial assumptions for determining the net periodic postretirement benefit 

15 expense the same as those used lo determine the NPPC? 

16 A. Yes, the assumptions are generally the same. However, an addUional assumption 

17 for the medical trend rate is necessary for determining the net periodic 

18 postretirement benefit expense. The medical trend rale and other assumptions 

19 used to delermine the 2006 NPBC are included in MECO-1003. Assumptions are 

20 determined by the Company in conjunction with Watson Wyatt Worldwide and 

21 approved by the Company's independent audUor. 

22 Q. What is the assumption for the medical trend rate? 

23 A. This assumption is an estimate of the annual rate of change in the cost of heaUh 

24 care benefits. Under SFAS 106, the assumption should consider estimates of 

25 heaUh care infialion, changes in heaUh care utilization or delivery pattems, 
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1 technological advances, and changes in heaUh care status of plan participants. 

2 5) Method of Determination of the Value of Plan Assets 

3 Q. How is the value of plan assets determined? 

4 A. The asset valuation method is the same as that used for the pension plan. 

5 b. Components of Net Periodic Postretirement Benefit Costs 

6 Q. What are the components of the Company's net periodic postretirement benefit 

7 costs? 

8 A. The components for the NPBC are the same as for the NPPC as previously 

9 described. The actual amount for 2005 and estimated for 2006 and 2007 as 

10 determined by Watson Wyatt Worldwide are as follows: 

11 2005 Actual 2006 Estimated 2007 Estimated 

12 

13 

14 

15 
16 

17 
18 

19 
20 

21 

22 Q. Were changes made to the discount rate and asset retum rate assumptions to 

23 estimate the NPBC for the test year? 

24 A. Yes. The same discount rate and asset return rate assumptions for estimating the 

25 NPPC were made to estimate the NPBC for the test year. 

26 Q. Has MECO made changes to reduce its postretirement benefit expense? 

1) 

2) 

3) 

4) 

5) 

6) 

Service Cost 

Interest Cost 

Expected Return 

Amortization of 
TransUion Obligation 

Amortization of Prior 
Service Cost 

Amortization of 
(Gains)/Loss 

Total NPBC 

$ 745,515 

$ 1,464,562 

($ 1,385,949) 

$ 356,158 

$ 0 

$ 74.456 

$ 1.254.742 

$ 678,935 

$ 1,394,034 

($ 1,399,327) 

$ 356,158 

$ 0 

$ 42.340 

$ 1.072.140 

$ 655,000 

$ 1,510,000 

($ 1,391,000) 

$ 356,000 

0 

$ 85.000 

$ 1.215.000 



MECO T-IO 
DOCKET NO. 2006-0387 
PAGE 23 OF 43 

1 A. Yes, MECO significantly reduced posiretirement benefit expense as a resuU of 

2 the 1998 negotiations wUh the IBEW by changing plan provisions and placing 

3 caps on future Company fianded premiums. When premiums reach these caps, 

4 retirees are requred to contribute the difference between the actual premium rates 

5 and the Company's caps in addition to the contributions required based on years 

6 of service. In addition, changes made to the medical and dmg plans for active 

7 employees effective January 1, 2006, January 1, 2007, and January 1, 2008, also 

8 apply to retirees. These changes increase retirees' cost sharing for medical and 

9 dmg costs (see MECO-WP-1053, pages 4-11). 

10 Q. How has the Medicare Modernization Act ("MMA") affected MECO's 

11 postretirement benefits? 

12 A. The Medicare Prescription Dmg Improvement and Modemization Act of 2003 

13 ("Act") expanded Medicare to include coverage for prescription dmgs. Under the 

14 Act, employer-sponsored retiree drug plans that provide benefits equivalent to the 

15 new Medicare Part D dmg coverage are eligible to receive a subsidy of 28 percent 

16 of the participants' dmg costs between $250 and $5,000 per retiree, if the retiree 

17 waives coverage under Medicare Pari D beginning in 2006. In 2005, Watson 

18 Wyatt Worldwide estimated that MECO's net periodic postretu-ement benefit 

19 expense would decrease by approximately $63,000, based on a 6% discount rate, 

20 due to the federal subsidy and the 2007 test year estimate of postretirement benefit 

21 expense reflects the provisions of the Act. 

22 Q. How will SFAS 158 affect the NPPC and NPBC? 

23 A. The Financial Accounting Standards Board ("FASB") recently issued SFAS 158, 

24 "Employer Accounting for Defined Benefit Pension and Other Postretirement 

25 Plans, an amendment to FASB Statement Nos. 87, 88, 106 and 132(R)", which 
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1 includes changes in accounting for defined benefit pension and other 

2 postretirement plans. The amendments relate to the balance sheet recognition of 

3 the funded status of pension and other postretu-ement benefit plans. SFAS 158 

4 will not change the components or the determination of the NPPC and NPBC. 

5 Q. How will the Pension Protection Act affect the NPPC and NPBC? 

6 A. The Pension Protection Act of 2006 ("Acf), which was enacted on August 18, 

7 2006, makes significant changes to the mles dealing with minimum fimding, 

8 investments and tax qualification. The Act does not change the components or 

9 determination of the NPPC and NPBC. Minimum fianding rules of the Acl will 

10 become effective in 2008. 

11 Long-Term DisabilUy Benefits 

12 Q. What is the test year estimate of long-term disability benefit expenses? 

13 A. The 2007 test year estimate for this category of employee benefits expense is 

14 $122,700, as shown in MECO-1001. 

15 Q. Whal expenses arc included in this category? 

16 A. This category includes expenses with respect to providing long-term disability 

17 ("LTD") benefits to MECO's employees. 

18 Q. Please describe LTD benefits. 

19 A. LTD benefits arc income replacement benefits provided to employees in the event 

20 of a non-occupational long-term disability that lasts beyond six months. 

21 Q. How are LTD benefits provided to employees? 

22 A. LTD benefits are provided through an insurance contract wUh MetLife. Effective 

23 January 1, 2003, benefils under the contract are paid on a fijlly insured basis. 

24 Prior to that, benefits were paid by the Company for the first five years of 

25 disability and on a fially insured basis thereafter. 
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1 Q. Why was the change made from a partially self-insured basis to a frilly insured 

2 basis? 

3 A. The decision to change to a fully insured basis was made primarily due to 

4 administrative issues. Under the partially self-insured contract between MetLife 

5 and HEI, there was only one bank account covering HEI as well as the utility 

6 companies, making the tracking/reconciliation of claims paid by each company 

7 under the program extremely difficuU due to timing differences. While partially 

8 self-insured arrangements were once prevalent, these arrangements are now the 

9 exception lo MetLife's general administrative procedures. A fully insured 

10 arrangement with predictable costs was also a factor in making the change. 

11 Q. How was the 2007 test year estimate calculated? 

12 A. The calculation of long-term disability plan expenses is shown in MECO-1006. 

13 Since LTD premiums arc based on employees' base pay, MECO used an average 

14 of annual salaries/wages as of September 1, 2006, muUiplied by the average 

15 number of employees projected for the test year, and the 2007 premium rates to 

16 get $91,032. Estimated 2007 payments of $31,668, for claims still open from the 

17 partially self-insured portion prior to January 1, 2003, were added to the $91,032 

18 to get $122,700. 

19 Q. How was the average number of covered employees for the test year determined? 

20 A. The average number of employees for the test year is the average of the number of 

21 employees in each month. The number of employees for the test year is discussed 

22 by Ms. Eileen Wachi in MECO T-11. 

23 Q. Why were LTD premiums calculated using salaries and wages as of September 1, 

24 2006? 

25 A. Salaries and wages as of September 1, 2006 were the latest information available 
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1 when the LTD premium estimate was calculated for the rate case. 

2 Q. Why are the premium rates different for bargaining unit and merit employees? 

3 A. The difference is due to the difference in the benefit. The LTD benefit for 

4 bargaining unit employees is 60% of base pay, which is limited to the Prevailing 

5 Lineman Thereafter rate. The LTD benefit for merU employees is 65% of base 

6 pay. See MECO-1007 for 2007 premium rates. 

7 Q. Does MECO provide other disabilUy benefits to its employees? 

8 A. Yes. In addition to LTD benefits, MECO provides other disabilUy benefits such 

9 as workers' compensation and sick leave to employees. 

10 Q. How do LTD benefits coordinate with other disabilUy benefits? 

11 A. The LTD plan is designed to provide a total level of disabilUy income benefits to 

12 employees. Therefore, LTD benefits payable by the plan are offset by any other 

13 income received by the disabled employee from the Company. As such, if the 

14 employee is receiving sick leave or workers' compensation benefits, LTD benefits 

15 may be fully offset by these benefits. 

16 Q. What is the reason for offsetting these benefils? 

17 A. These benefits are offset because the plan is designed to encourage employees to 

18 return to work and keep disability related costs under control. 

19 FLEXPLAN 

20 Q. How does MECO provide group insurance benefits to Us employees? 

21 A. MECO provides group medical, dental, vision and life insurance benefits to Us 

22 employees through a flexible benefits plan called "FlexPlan". 

23 Q. What is the FlexPlan? 

24 A. FlexPlan is a flexible benefit or cafeteria plan. The plan is designed to meet the 

25 requirements of Section 125 of the Intemal Revenue Code ("IRC"). Under the 
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1 provisions of the plan, employees are given an allocation of flex credits each year 

2 by the Company. These flex credUs are stated in unUs of flex "dollars". 

3 Employees then apply these credUs toward the purchase of non-taxable benefits 

4 (heaUh and life insurance) by electing from several available plans, each with a 

5 stated flex price in units of flex "dollars". To the extent that the employee's flex 

6 credits exceed the total of flex prices for heaUh and life insurance purchases, 

7 remaining credits can be 1) used to purchase other optional benefits such as 

8 supplemental life insurance, dependent life insurance, and accidental death and 

9 dismemberment insurance ("AD&D"), 2) directed to spending accounts for health 

10 benefits not covered by insurance and/or dependent care expenses, or 3) retumed 

11 to the employee. If the total of flex prices for the plans elected by the employee 

12 exceeds flex credUs, the difference is wUhheld from the employee's pay on a pre-

13 tax basis. Information provided to employees regarding the FlexPlan is provided 

14 in MECO-WP-1050. 

15 Q. Why did MECO adopt the FlexPlan? 

16 A. The plan was adopted in 1989 to provide employees with the flexibility of 

17 choosing benefit levels that meet individual needs while helping the Company to 

18 control future medical plan costs. 

19 Q. How does the FlexPlan help to control fiature heaUh plan costs? 

20 A. HeaUh plan costs are driven by plan provisions, plan utilization and the costs of 

21 services. FlexPlan offers employees an incentive to waive health plan coverage in 

22 retum for flex credUs that can be used to purchase other benefits. For example, 

23 employees covered by a spouse's medical plan may elect to waive medical plan 

24 coverage with MECO and use theU- flex credits to purchase additional life 

25 insurance, dependent life insurance or put the credits into a spending account to 
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1 apply towards non-covered medical or child care expenses. This results in lower 

2 utilization of medical plan benefits which resuUs in lower premium rates. 

3 Q. How is the Company's total cost for the FlexPlan determined? 

4 A. The Company's cost is equal to: 

5 Flex credUs less Flex prices plus premiums (for all plans). 

6 Flex CredUs Less Prices 

7 Q. What expenses are included in this category of employee benefit expenses? 

8 A. This category includes the estimated difference between company-provided flex 

9 credUs and flex prices for heaUh and life insurance plans elected by employees. 

10 Q. How was the 2007 test year estimate determined? 

11 A. The Company provides basic flex credits for health coverage plus addUional 

12 credUs for life insurance coverage. Basic flex credUs amount to $67.54 per 24 pay 

13 periods for each employee. Life insurance credUs are equal to the premiums that 

14 provide each bargaining unU employee wUh coverage of one and one-half times 

15 the annual base pay, each merit employee with coverage of two times the annual 

16 salary, and senior management employees wUh coverage of $50,000. 

17 The budget estimate for flex credits less prices is shown in MECO-1008 and was 

18 determined as follows: 

19 I) The basic flex crcdU amount of $67.54 per employee per each of 24 pay 

20 periods was multiplied by 335, which is the estimated average number of 

21 covered employees for the test year, and then annualized lo gel $543,022 

22 ($67.54 X 335 x 24 pay periods). This amounl was added lo the life 

23 insurance credU amounl in (2) below. 

24 2) The estimated credits for basic group life insurance was based on the 

25 September 1, 2006, average basic life credU per employee of $217 for 
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1 bargaining unU employees and $300 for merit employees muUiplied by 235 

2 bargaining unU employees and 101 merit employees, respectively, to get 

3 $81,295. 

4 3) The sum of amounts from (1) and (2) above is $624,317 which was reduced 

5 by the $966,979 of total flex prices to get ($342,662). The total flex prices 

6 amount was estimated by applying the flex price for each plan to the 

7 associated projected number of employees for the test year based on the 

8 relative percentage of employee plan elections from the January 1, 2006, 

9 enrollment. 

10 Q. How is the level of flex credUs and prices determined? 

11 A. The difference between flex credUs and prices is the employee contributions. The 

12 maximum amount of employee contributions towards the health plan is negotiated 

13 between the Company and the IBEW for bargaining unU employees. See Benefits 

14 Agreement in MECO-WP-1053. The same contribution level applies to merU 

15 employees. Flex crcdUs and prices are set such that the difference between the 

\6 employer-provided flex basic crcdUs and flex prices for health plan options will 

17 not exceed the maximum employee contributions. Attached as MECO-1009 is a 

18 schedule showing basic flex credUs of $67.54 per pay period for each employee 

19 and the prices for medical plan options. As an example, each employee receives 

20 $67.54 in basic flex crcdUs each pay period. The employee elects the PPP 

21 medical pian (family coverage) at a price of $86.49, the vision plan (family 

22 coverage) at a price of $3.00, and the Major Care Dental plan (family coverage) at 

23 a price of $6.05. Basic flex crcdUs of $67.54 less flex prices of $95.54 

24 ($86.49-+-$3.00+$6.05) equals ($28.00), which is the employee's contribution as 

25 indicated in the Benefit Agreement for the test year in MECO-WP-1053, page 19. 
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1 Employees also receive flex credits for life insurance. Basic credits and life 

2 insurance credits are added together and used towards purchasing all options 

3 under the FlexPlan. The basic flex credits have been at the same level since 1999, 

4 and the basic flex prices for health plan options have been revised annually as the 

5 maximum employee contribution amount increases. 

6 Q. What does the test year estimate of ($342,700) indicate? 

7 A. The negative amount indicates that flex prices of the opiions elected by employees 

8 for the test year will exceed the flex credUs by $342,700, which is the estimate of 

9 the amount that will be deducted from employees' pay for the test year. 

10 Group Medical/Dental/Vision Plans 

11 Q. What do group medical/dcntal/vision plan expenses represent? 

12 A. These expenses represent premiums for medical, dental and vision plans provided 

13 under the FlexPlan. MECO's test year 2007 estimates for these costs are as 

14 follows (see MECO-1001): 

15 Medical $1,942,100 

16 Dental $ 286,000 

17 Vision $ 45,200 

18 Medical plans are provided by the Hawaii Medical Service Association 

19 ("HMSA") and the Kaiser Foundation HeaUh Plan ("Kaiser"). The dental and 

20 vision plans are provided by the Hawaii Dental Service ("HDS") and the Vision 

21 Service Plan ("VSP"), respectively 

22 Q. What plan options are included under FlexPlan? 

23 A. The following heaUh plan options are available under FlexPlan: 

24 1) HMSA Preferred Provider Plan ("PPP") with Vision Plan, 

25 2) HMSA HeaUh Plan Hawaii Plus ("HPH") with Vision Plan, 
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1 3) Kaiser Permanente Group Plan wUh Vision Plan, 

2 4) HDS Major Care Plan, 

3 5) Waiver of Medical Coverage, and 

4 6) Waiver of Dental Coverage. 

5 Q. How were the budget estimates for medical, dental and vision plan premiums 

6 determined? 

7 A. The estimate for each plan was determined by using the estimated average number 

8 of employees covered for the test year (335), muUiplied by the applicable 

9 premium rate for 2007 for each plan. The estimated number of employees 

10 covered in each plan was determined by applying the relative percentages of 

11 employee plan elections for the January 1, 2006, enrollment, to the average 

12 number of employees for the test year. The premium calculation worksheets are 

13 provided in MECO-IOIO (medical), MECO-1011 (dental), and MECO-1012 

14 (vision). Premium rates from the insurance companies are provided in MECO-

15 1013. 

16 Q. What has MECO done to control the increase in medical plan premiums? 

17 A. From 2002-2007, MECO's average increase in rates for medical plans ranged 

18 from I %-5% per year depending upon the plan. (See MECO-WP-1055). Asa 

19 resuh of the latest negotiations wUh the IBEW in 2003, medical plan provisions 

20 change effective January 1, 2005, January I, 2006, January I, 2007, and January 

21 1, 2008. These changes will require increased out-of-pocket contributions by 

22 employees and will resuU in reductions in premium rates. Medical plan rales 

23 effective January 1, 2007, are lower with these plan changes than they would have 

24 been wUhout the changes. 
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1 Group Life Insurance 

2 Q. What expenses are included in this category of employee benefit expenses? 

3 A. This category includes premiums related to group life insurance (basic and 

4 supplemental coverage), dependent life, and accidental death & dismemberment 

5 insurance coverages as elected by employees under the FlexPlan. 

6 Q. What is the Company's lest year 2007 estimate for group life insurance expenses? 

7 A. The test year estimate for group life insurance premiums is $280,700 (sec MECO-

8 1001). 

9 Q. How was the test year estimate calculated? 

10 A. Since group life insurance coverage is a muUiple of employees' annual base pay, 

11 MECO used the average annual salaries/wages as of September 1, 2006, 

12 muUiplied by one and one-half for bargaining unU employees and two for merit 

13 employees to get the basic coverage which was then multiplied by the projected 

14 number of bargaining unU and merit employees and the annual premium rale 

15 effective January 1, 2007. Supplemental life, dependent life and accidental death 

16 & dismemberment premiums were estimated using employee elections as of 

17 January 1, 2006, assuming that the elections by employees in the test year would 

18 remain the same on a percentage basis, and January 1, 2007 premium rates. The 

19 calculations are shown in MECO-1014. 

20 Q. Why did you calculate group life insurance premiums for the test year using 

21 wages and salaries as of September 1, 2006? 

22 A. Group life insurance premiums for employees covered under the Flex Plan on 

23 January 1, 2007, will be based on wages and salaries as ofOctober 1, 2006. 

24 Wages and salaries as of September I, 2006, were the latest information available 

25 when the group life insurance premium estimates for the rate case were calculated. 



MECO T-10 
DOCKET NO. 2006-0387 
PAGE 33 OF 43 

1 Other Benefits/Administration 

2 Q. What is MECO's test year estimate for the olher benefits/administration category 

3 of employee benefit expenses charged to account no. 926000? 

4 A. The 2007 test year estimate for other benefits/administration is $417,800 (see 

5 MECO-1001), and includes the following: 

6 Administration $ 130,600 

7 Training $ 40,500 

8 Human Resources (HR) Suite $ 161,700 

9 Misc./Other Benefits $ 84,400 

10 On-Cost $ 600 

11 Total S 417.800 

12 Q. What adjustments were made to the expenses for other benefits/administration to 

13 arrive at MECO's test year estimates? 

14 A. As shown in MECO-1001, column (h), line 10, a total adjustment of $97,400 was 

15 made in part to reduce the number of issues in this proceeding, i.e., the company 

16 deleted the negative $44,300 for the executive life program based on a prior 

17 Commission ruling (D&O No. 14412, filed on December 11, 1995 in Docket No. 

18 7766, HECO's 1995 test year rate case), and $5,200 for the expenses related to 

19 401(k) administration. However, the Company reserves the right to propose 

20 inclusion of these expenses in fulure rate cases. AddUional adjustments to the 

21 Operating Budget were made to include $3,300, which represents the amortization 

22 for one month of the deferred costs for the HR Suite project, and $55,000 for 

23 premiums related to benefits for individuals who are not eligible to participate in 

24 the FlexPlan. 

25 Q. Please explain the negative $18,700 normalization amount in MECO-1001, 
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1 column (i), line 10. 

2 A. The amount reflects the normalization of estimated consuUing cosls for the 

3 negotiation of the Company's Benefit Agreement in 2007. The lotal estimated 

4 cost of $25,000 included in the 2007 Operating Budget is being normalized over 

5 four years, which is based on the term of the last agreement. 

6 Administration 

7 Q. What is included in administration costs? 

8 A. These costs arc related to expenses for administering the various benefits 

9 including legal and consuUing fees, inter-company charges from HEI and HECO, 

10 computer systems and departmental costs. 

11 Q. What is the test year estimate for administration costs? 

12 A. The lest year estimate is $130,600 which was determined based on prior year 

13 costs. 

14 Training 

15 Q. What is the lesl year estimate for training costs? 

16 A. The test year estimate for training costs is $40,500 which is primarily related lo 

17 the voluntary educational assistance ("VEA") program. 

18 Q. What is the VEA program? 

19 A. This program was inUiated to encourage employees to pursue educational 

20 programs outside of work hours that directly or indirectly enhance their 

21 performance on the job. MECO provides 100% reimbursement upon the 

22 successful completion of approved courses taken on the employees' own time. 

23 The courses must be offered by an accredited school, college, or universUy, or any 

24 agency or association approved by the Human Resources Department. 
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1 Human Resources ("HR"") Suite Project 

2 Q. What is the HR SuUc project? 

3 A. The HR SuUe project is a planned computer software development project that 

4 involves the purchase and installation of a human resources suUe system. The 

5 system will improve integration and fianctionalUy for human resources data and 

6 systems, specifically for benefits, human resources, compensation and disabilUy 

7 management administration. An application was filed with the Commission 

8 (Docket No. 2006-0003) on January 3, 2006 on behalf of Hawaiian Electric 

9 Company, Inc., Hawaii Electric Light Company, Inc. and MECO (the 

10 "Companies"), requesting approval for the purchase and installation of Project 

11 POOOIOIO, Human Resources Suite System, to defer certain computer software 

12 development costs, to apply an allowance for funds used during constmction 

13 ("AFUDC") during the deferral period, to amortize the deferred costs (including 

14 AFUDC) over a twelve-year period and to include the unamortized deferred costs 

15 (including AFUDC) in rate base. This treatment is consistent wUh MECO's 

16 accounting policy for software development costs, as discussed by Mr. Lyle 

17 Matsunaga in MECO T-9. 

18 Q. What is the status of the application? 

19 A. The Consumer Advocate indicated in its Statement of PosUion filed on May 26, 

20 2006 that U does not object to the approval of the application. However, U had 

21 several concems and recommended several condUions to address those concerns. 

22 A settlement agreement between the Companies and the Consumer Advocate 

23 addressing those concerns was sent to the Commission on January 25, 2007. 

24 Q. How will the projecl be implemented? 

25 A. The project will be implemented in two phases. Phase 1 will begin following 
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1 approval by the Commission and includes the human resources and benefits 

2 functions, followed by Phase 2, which includes functions in areas such as 

3 employee self service, compensation, leave management administration, 

4 recmitment and training. 

5 Q. When is each of the phases expected to be completed? 

6 A. Phase I is currently expected to be completed in November 2007. Phase 2 is 

7 expected to be completed in May 2008. 

8 Q. What are the total estimated costs of the HR Suite project? 

9 A. MECO's portion of the total estimated costs for the project for all years by cost 

10 type, phase and stage is shown in MECO-1015, page 1, and MECO's estimated 

11 2007 cosls arc shown on page 2 of MECO-1015. Test year 2007 cosls include 

12 amounts to be deferred of $533,000 (including $469,000 for Phase 1, and $64,000 

13 for Phase 2), amounts to be expensed as incurred of $188,000 ($182,000 - not 

14 reengineering and $6,000 - reengineering). Please note that these are updated cost 

15 estimates prepared subsequent to filing the application in Docket No. 2006-0003. 

16 These updated cost eslimates were included with the settlement agreement filed 

17 with the Commission on January 25, 2007. 

18 Q. What are the HR SuUe costs included in account no. 926000 for the test year? 

19 A. The expense as incurred amount included in accouni no. 926000 for the HR Suite 

20 project for test year 2007 is $188,000 (labor and non-labor). The deferred project 

21 costs are being amortized to account no. 926000. An adjustment of $3,300 was 

22 made to the 2007 Operating Budget to include the amortization of the deferred 

23 costs (including AFUDC) which will begin in December 2007 (see MECO 1001, 

24 page 1, column (h), line 10, note I). Worksheets showing the calculation of the 

25 amortization amount, including AFUDC, are provided in MECO-WP-1057. 
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1 The unamortized deferred project costs as of December 31, 2007 is included 

2 in rate base, as discussed by Ms. Gayle Ohashi, and shown in MECO-1501. 

3 Miscellaneous Other Benefits 

4 Q. Please describe the miscellaneous other benefits. 

5 A. The majority of expenses included in the miscellaneous other benefils category are 

6 premiums for long term care insurance, the Employee Assistance Program 

7 ("EAP"), hcaUh and life insurance for coverage outside of the FlexPlan and other 

8 wellness activUies. 

9 Q. What is the test year 2007 estimate for these costs? 

10 A. The test year estimate is $84,400 which was determined based on historical costs. 

11 Q. Please describe the long term care insurance benefit. 

12 A. Effective July 1, 2004, MECO provides merit employees wUh a basic level of 

13 long term care benefits through an insurance contract. In general, the basic level 

14 provides a benefit of $1,000 per month for up to two years towards the cost of 

15 confinement in a long-term care facilUy. Employees have the option to purchase 

16 addUional coverage at theU- cost. Upon retUement or other termination of 

17 employment, employees may assume this cost to continue the coverage. 

18 Q. What is MECO's estimated test year cost for this benefit? 

19 A. The annual premium for the basic level of coverage is estimated at $6,000 based 

20 on the current rate, which is not anticipated to change for the test year. 

21 Q. What is the EAP? 

22 A. The EAP provides employees with access to professional counselors for strictly 

23 confidential personal consuUalions on work-related, personal or mental health 

24 problems. Assessment for referral for substance abuse problems and resources to 

25 address legal or financial difficulties are also available. Immediate family 
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1 members of employees are also eligible for these services. 

2 Q. What is MECO's estimated test year cost for this employee benefit? 

3 A. The test year estimate for EAP premiums is $8,250. 

4 Q. How does the Company benefit from EAP services? 

5 A. Supervisors can make EAP referrals for employees about job performance or 

6 workplace behavioral concerns. Group sessions are provided for crisis 

7 intervention when critical events occur in the workplace. These services help 

8 employees to focus on their job and increase productivUy by limUing distractions 

9 and undue emotional or psychological stress. 

10 Q. How does MECO provide EAP services to Us employees? 

11 A. EAP services are provided through a contract with an exlcmal organization. 

12 Q. What benefit coverage is provided outside of the FlexPlan? 

13 A. Employees who are on a leave of absence, on probation or are disabled are not 

14 eligible to participate in the FlexPlan and health and life insurance benefils for 

15 these individuals are provided outside of the FlexPlan. The Operating Budget was 

16 adjusted to include $55,000 for premiums related to these coverages. This amount 

17 was based on the actual cost for 2006 of $52,000. 

18 Variances 

19 Q. Please explain the major variances in account no. 926000 where 2007 budgeted 

20 amounts differ from 2005 recorded amounts by 10% or more. 

21 A. The major variances arc briefly explained in MECO-1016. More detailed 

22 explanations have been provided earlier in this testimony. 

23 WAGE AND SALARY INCREASES 

24 Bargaining UnU Wage Increases 

25 Q. How are wage increases determined for bargaining unU posUions for the test year? 
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1 A. Wage increases for bargaining unit positions are negotiated between the Company 

2 and the union. The cunrent labor agreement expires on October 31, 2007. For 

3 purposes of the 2007 Operating Budget and the test year estimate, wages for 

4 bargaining unU posUions were increased by 3.5% effective November I, 2007. 

5 The percentage increase is reasonable based on industry experience and company 

6 posUion wUhin Us competUive market. 

7 MerU Compensation Program 

8 Q. How was the 2007 salary increase budget deiermined for merit positions? 

9 A. The salary increase budget for merit positions is based on an assessment of 

10 MECO's competUive market, identification of MECO's posUion wUhin this 

11 competitive market, market trends regarding future salary increases and an 

12 evaluation of intemal "compression" wUh bargaining unU pay levels. 

13 Q. How were merit salaries increased for the test year? 

14 A. To estimate salaries for the test year, salaries as of April 30, 2007, were increased 

15 by 3.5% effective May 1, 2007, plus another .25% effective September 1, 2007. 

16 Individual salary increases within the approved budget are granted lo employees 

17 based on performance, current salary position relative lo peers, and current salary 

18 relative to comparable industry posUions. 

19 Q. How does MECO's budgeted salary increase compare with the salary increase 

20 plans at olher companies? 

21 A. While U is not possible to precisely forecast 2007 salary increase amounts 

22 industry-wide due to the normal compensation survey timing and data delays, the 

23 3.5% merU increase budget is in line wUh the survey data currently available for 

24 2007 projected salary increases. MECO uses survey data reflecting anticipated 

25 merit budgel movements. Examples of survey data used are provided in MECO-
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1 WP-1056. In addUion, the continuing increase in overall economic activity and 

2 low unemployment in Hawaii provide strong indications that 2007 industry-wide 

3 salary increases will at least match 2006 salary increases of 3.5%. 

4 Q. What is MECO's competitive market? 

5 A. MECO's competUive market includes mainland utilUies, Pearl Harbor, 

6 engineering firms and other large diversified local companies. 

7 Q. How is MECO posUioned within Us competUive market? 

8 A. MECO's pay is above average, but below the targeted market posUion within the 

9 general utilUy industry. In some instances, particularly where MECO competes 

10 for very specialized skills or skills that are in high demand, the Company has been 

11 unable to hire Us fu-st or second choice candidates. 

12 Q. Are MECO's pay levels reasonable when compared to the pay levels of similar 

13 posUions of other local employers? 

14 A. Yes. MECO's overall base pay rcfiects the unique nature of working for a 

15 regulated utilUy that provides services to nearly every resident on the island of 

16 Maui, Lanai and Molokai. MECO's merit pay levels reflect the highly technical 

17 nature of the requu-ed engineering, operations and support posUions and place a 

18 premium on hiring and retaining the best talent available. 

19 Q. What are other forms of compensation? 

20 A. Many companies arc shifting more of their compensation increases into "at risk" 

21 programs whereby base salaries are increased at a conservative rale, while 

22 enabling employees to eam addUional variable ("at risk") compensation 

23 depending on individual or business performance. This serves to restrain base 

24 salary increases and the associated benefits and tax-related costs, while providing 

25 employees an opportunUy to maintain or increase their "total" compensation (base 
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1 plus variable). MECO will be reviewing Us compensation stmcture to consider 

2 new programs for merit employees subsequent to the test year. 

3 Executive Compensation 

4 Q. Does MECO have a different form of compensation for its executive? 

5 A. Yes. On one hand, MECO's executive compensation is managed similarly to the 

6 non-executive merit employees, with salary ranges pegged lo market salaries in 

7 the general utilUy industry. In addUion, however, MECO has an Execuiive 

8 Incentive Compensation Plan ("EICP") and a Long-Term Incentive Plan 

9 ("LTIP") which places a portion of the executive's compensation "at risk". 

10 Q. Describe the "at risk" component of MECO's executive compensation program. 

11 A. Generally, 20%-50% of the executive's total compensation is dependent upon 

12 successfial performance as determined through Us EICP and LTIP. If certain 

13 objectives are not met, the executive does not receive his full competUive level of 

14 cash compensation. 

15 Q. Has the cost wUh respect to this component of executive compensation been 

16 included in the test year? 

17 A. No. While MECO's posUion is that EICP and LTIP costs are necessary business 

18 expenses that provide MECO's executive wUh a competUive level of 

19 compensation, the Company has elected to reduce the number of issues in this 

20 proceeding by excluding these costs from Us test year revenue requiremenis. The 

21 Company reserves the right, however, to propose inclusion of such compensation 

22 in its revenue requirement in future rate cases. 

23 SUMMARY 

24 Q. Please summarize MECO's 2007 test year expenses for employee benefits. 

25 A. MECO's 2007 test year estimate for employee benefits charged to O&M is 
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1 $5,796,900, which includes expenses for providing employee benefits to active 

2 employees and retirees. Benefits include pensions, other postretirement benefits, 

3 long-term disability, heaUh plans, life insurance plans, and other miscellaneous 

4 benefits. Benefits are negotiated with the IBEW for bargaining unit employees. 

5 Merit employees generally receive the same level of benefils, but with differences 

6 in retirement benefits, LTD, group life insurance and long term care. Costs are 

7 driven by three major items - pension benefits, other postretirement benefits, and 

8 medical premiums. Pension and postretfremenl benefits expenses were calculated 

9 by MECO's actuary using reasonable assumptions in accordance wUh the 

10 provisions of SFAS 87 and SFAS 106, which have been accepted by the 

11 Commission for ratemaking purposes in prior rate cases. Pension and 

12 postretirement benefits expenses have varied in the past due largely to varying 

13 actual investment retums and changes in assumptions. MECO has consistently 

14 negotiated revisions to medical plans to manage company costs. Estimates for 

15 other benefits have been made using reasonable assumptions and the most recent 

16 dala available at the time the estimates were developed. 

17 Q. Why is MECO's total compensation package a necessary business expense? 

18 A. MECO's mission is to provide reliable electrical service to Us customers. While 

19 MECO's power plants and equipment are necessary assets, the mission cannot be 

20 accomplished wUhout MECO's employees. Employee benefits and wages are 

21 essential to MECO's ability to attract and reiain a highly qualified workforce. 

22 Retention of such a workforce is crUical to MECO's abihty to fulfill Us mission. 

23 Wages and benefits arc negotiated with the union and management has been 

24 successful in negotiating changes that help to manage costs. Merit increases are in 

25 line wUh the market. 
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Q. Does this conclude your testimony? 

A. Yes, U does. 
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HAWAIIAN ELECTRIC COMPANY, INC. 

JULIE K. PRICE 

EDUCATIONAL BACKGROUND AND EXPERIENCE 

Business Address: 

Current Position: 

Prior Posifions: 

Professional 
Registration: 

Years of Service: 

Previous Testimony; 

Hawaiian Electric Company, Inc. 
220 South King Street 
Honolulu, Hawaii 96813 

Manager, Compensation & Benefits 

1970-1989 
Manager, Employee Benefits 
Administrator, Employee Benefits 
Secretary, Employee Benefits 
Dillingham Constmction Corporafion 

Pleasanton, CA 
Dillingham Corporation 

Honolulu, HI 

Certified Employee Benefits Specialist 
CEBS, The Wharton School, Universiiy of 
Pennsylvania. 
Fellow, Intemafional Society of Certified Employee 
Benefits Specialist. 
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Docket Nos. 7243 and 7233 (Consolidated) -
Posiretirement Benefits Other Than 
Pensions-Costs relaled to these benefils and 
efforts to control these costs. 

Docket Nos. 7700, 7766, 04-0113, 2006-0386 -
HECO; A&G Expenses-Employee Benefits. 
Docket Nos. 96-0040, 97-0346, - MECO; A&G 

Expenses-Employee Benefits. 
Docket Nos. 94-0140, 99-0207, 05-0315 - HELCO; 
A&G Expenses-Employee Benefits. 



MAUI ELECTRIC COMPANY, LTD. 
ADMINISTRATIVE WNID GENERAL EXPENSES - Emftoyee Benefits 
{$100s) 

Line Account Description 

364.3 
44.6 

408.9 

926000 Employee Pensions and Benefits 
1 Qualified Pension Ran 
2 Non-Qualified Pension Plans 
3 Other PostreKrement Benefits 
4 Long-Term Disability Benefits 
5 Flex Credits Less Prices 
6 Group Medical Plan 
7 Group Dental Plan 
8 Group Vision Plan 
9 Group Life Insurance PIdn 
10 Other Benefits/Administration 
11 Subtotals; Non-Labor 
12 Labor 
13 Total 926000 

926010 Emptoyee Benefits Flex Credits 
14 Subtotals: Non-Labor 
15 Labor 

16 Total 926010 

17 926020 Employee Benefits Transfer 

IS Grand Total Charged to O&M 

' Updated estimates: 
Line 1: -$46.0 Oualifietl pension 
Line 3: -$ 1.0 Other postretirement benefits 
Line 10: $ 3.3 HR Suite amortteation 

$55.0 Premium for particfpants nol in FlexPJan 

* Deleted to reduce number of issues: 
Line 2: -$ 1.0 Non-qualified pension 
Line 3: -$96.0 ExecuUve life Insurance 
Line 10: $44.3 Executive life insurance 

-$ 5.2 401(k}admtnistraticm 

(a) 
Recorded 

2001 

-2.278.7 
1.4 

562.5 
72.5 

-180.6 
1,542.4 

211.4 
50,0 

161.3 
???1 

(b) 

2002 

-1.495.3 
1.6 

848.0 
121.1 

-199.2 
1,615.0 

254.9 
49.4 

173.4 
54.9 

(c) 

2003 

2.127.2 
-24.2 

1,438.6 
71.8 

-212.8 
1,469.3 

233.7 
47.1 

129.1 
-98.1 

(d) 

2004 

1.015.9 
3.1 

1.308.3 
115.7 

-225.1 
1.762.9 

235.9 
46.4 

179.3 
38.9 

(e) 

2006 

1.641.7 
2.0 

1.478.7 
133.5 

-237.8 
1,728.3 

251.0 
38.4 

210.2 
84.8 

(0 
Budget 
2006 

3.449.5 
2.0 

1,453.5 
130.9 

-328.1 
1.850.1 

287.0 
44.4 

286.4 
350.0 

(g) 
Budget 
2007 

3.850.0 
1.0 

1.381.5 
122.7 

-342.7 
1.942.1 

286.0 
45.2 

280.7 
339.1 

(h) 

Adj 

-46.0' 
-1.0* 

-97.0 ' ' 

97.4 " 

(0 
Normali
zation 

-18.7 » 

(i) 
TYEst 
2007 

3.804.0 
0.0 

1.284.5 
122.7 

-342.7 
1.942.1 

286.0 
45.2 

280.7 
417.8 

1.423.8 
48.4 

5,181.7 
44.2 

4,481.3 
37.3 

5,310.8 
49.3 

7.525.7 
66.1 

7,905.6 
80.1 

1,472.2 5.225.9 4,518.6 5.360.1 7.591.8 7,985.7 

0.0 
-2.0 
-2.0 

-68.4 

338.5 

0.0 
0.0 
0.0 

-426.1 

1,046.1 

0.0 
0.0 
0.0 

-1,526.0 

3,699.9 

0.0 
0.0 
0.0 

-1,482.6 

3,036.0 

0.0 
83.0 
83.0 

-1,626.2 

3,816.9 

0.0 
0.0 
0.0 

-2,065.4 

5,526.4 

0.0 
0.0 
0.0 

-2,237.4 

5.748.3 

-46.6 

-46.6 

0.0 
0.0 
0.0 

•113.9 

67.3 

-18.7 

-18.7 

7.840.3 
80.1 

7,920.4 

0.0 
0.0 
0.0 

0.0 
0.0 
0.0 

-2.123.5 

-1B.7 5.796.9 
> O m 
S Q ^ •^ t^ o 
•—• rd ' 
o H o 

»̂  p 
o o 
0\ 
I 

o 
00 

' Normalized consulting costs for rwgotialions Source; Cols a-g, Lines 11-17. MECO-WP101(B). pages 19-20. 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

14 
15 
16 

17 

18 

Account Description 

926000 Employee Pensions and Benefits 
Qualified Pension Plan 
Non-Qualified Pension Plans 
Other Postretirement Benefits 
Long-Term Disability Benefits 
Flex Credits Less Prices 
Group Medical Plan 
Group Dental Plan 
Group Vision Plan 
Group Lif0 Insurance Ran 
Other Benefits/Administration 
Subtotals; Non-Labor 

Labor 
Total 926000 

926010 Emptoyee Benefits Flex Credits 
Subtotals: Non-Labor 

Labor 
Total 926010 

926020 Employee Benefits Transfer 

Grand Total Charged to O&M 

(i) 
TYEsL 
2007 

3,804.0 
0.0 

1,284.5 
122.7 

-342.7 
1.942.1 

286.0 
45.2 

280.7 
417.8 

7.840.3 
80.1 

7.920.4 

0.0 
0.0 
0.0 

-2.123.5 

5,796.9 

(k) 

Lanai 

102.2 
0.0 

34.5 
3.3 

-9.2 
52.2 

7.7 
1.2 
7.5 
9.7 

209.1 
2.2 

211.3 

0 
0 
0 

-57.0 

154.3 

(1) 

Molokai 

159.0 
0.0 

53.7 
5.1 

-14.3 
81.2 
12.0 
1.9 

11.7 
15.2 

325.4 
3.3 

328.7 

0 
0 
0 

-88.7 

240.0 

(m) 

Maui 

3,542.7 
0.0 

1,196.3 
114.3 

-319.2 
1,808.8 

266.3 
42.1 

261.5 
392.9 

7,305.7 
74.6 

7,380.3 

0 
0 
0 

-1.977.8 

5,402.5 
^ "̂  s 
Q o n 
m 
to 
o 
to 

O 
H 

P 
to 
o 
o 
as 
o 
oo 
-J 

o o 
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2006 NPPC • Components 

5.75% Discount Rate 
9.0% Asset Return Assumption 

Pension 2006 NPPC 

Service Cost 
Interest Cost 
Exp Asset Return 
Amort of Tr Oblig 
Amort of Pr Sve Cost 
Amort of (Gain)/Loss 

Total 

lyi^cQ 

3.953,326 
6.090.083 

(7,954,424) 
0 

(106.624) 
1,227.497 
3,209.658 

INFORMATION FOR COMPANIES OTHER THAN MECO DELETED 

09/12/2006 3:51 PM ;;^Hci^0B\HEHVO6\WKSH•^VALO6A!s 2006_Exh Wiuon Wyan Woildwidc 
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2007 Estimated NPPC - Comoonenta 

Pension 2007 Estimated NPPC 

6.0% Discount Rate. 8.5% Asset Retum Assumption 

MECO 

Service Cost 
ir^terest Cost 
Exp Asset Retum 
Amort of Tr Obllg 
Amort of Pr Sve Cost 
Amort of (Gain)/Loss 

Total 

3.774,000 
6,534,000 
(7.557.000) 

0 
(106.000) 
1.159.000 
3,804,000 

INFORMATION FOR COMPANIES OTHER THAN MECO DELETED 

• 

11/01/2006 fi;39PM J:iHci'-DB\HEl\VCti\WKSm.PTOjeciion 2007-10 R0Ri-S-HEC0*i.xIi 2007_EKh Wuion Wyitl Worlth 



Maui Eteclric Company Limited 
Pension & OPEB Costs 

1987-2007 

Line 

1 
2 
3 

4 
5 
6 

7 

6 
9 

Ouatifiod Pl3n 

Non-Ouatifiod Plans 

Total 

OPEB - FAS 106 

OPEB - Reg Asset Amort ' 

Tolal 

OPEB - Executive Life Only 

Assumptions: 

ObcounlRsle 

Asset Retum Rate 

Medk:slTrand 

Denial Trend 

Vision Trend 

Acttial Retums Ibr Valuation 

Martlet Related Value Return 

Marltet Valuo RtSwn 

Conlrfb.To Pension Tnret 

Contrib.To OPEB Trusts 

(a) 
1987 

Actual 

1.375,125 
-

1.375.125 

NA 

NA 

NA 

7.50% 
7.50% 

NA 
NA 
NA 

13.15% 
3.17% 
0.55% 

1,255.125 
NA 

(b) 
1988 

Actual 

1,166.960 
-

1,166.960 

NA 

NA 

NA 

8.00% 
8.00% 

NA 
NA 
NA 

0.58% 
4.34% 
6.89% 

1.286.960 
NA 

(C) 

1989 
Actual 

1,172,691 
-

1.172.691 

NA 

NA 

NA 

8.50% 
8.00% 

NA 
NA 
NA 

9.35% 
6.32% 
22.00% 

1.271.530 
NA 

(d) 
1990 

Actuat 

1,785.189 
-

1.785.189 

NA 

NA 

NA 

8.50% 
8.00% 

NA 
NA 
NA 

0.78% 
3.42% 
-1.67% 

1.686,350 
NA 

(e) 
1991 

Actual 

1,644.431 
-

1.644.431 

NA 

NA 

NA 

8.50% 
8.00% 

NA 
NA 
NA 

13.48% 
8.81% 

25.93% 

1.644.431 
NA 

(0 
1992 

Actual 

1,864,307 
-

1,864,307 

NA 

NA 

NA 

8.50% 
8.00% 

NA 
NA 
NA 

23.51% 
12.06% 
4.20% 

1.863,102 
NA 

(S) 
1993 

Actual 

1,798,261 
4.295 

1,802,556 

2,684,351 

2.684,351 

NA 

8.50% 
8.00% 

NA 
NA 
NA 

11.62% 
27.58% 
16.16% 

1.798.261 
451,487 

(h) 
1994 

Actual 

2.139,975 
-

2.139.975 

2,451.692 

2.451.692 

NA 

7.00% 
8.00% 

NA 
NA 
NA 

11.27% 
10.49% 
-2.77% 

2.138.451 
785,711 

(i) 
1995 

Actual 

1,441,000 
19,986 

1,460,986 

2,616,874 
412.510 

3.029.384 

254,843 

8.00% 
9.00% 
7.50% 
6.00% 
5.00% 

8.96% 
7.60% 

26.47% 

1.441,000 
2,452.944 

(i) 
1996 

Actual 

1.970,234 
38.734 

2.008.968 

2.579,997 
223.996 

2.803,993 

71,936 

7.00% 
9.00% 
6.50% 
5.00% 
4.00% 

11.27% 
13.06% 
13.92% 

1.970,234 
2.732,057 

^ Regulatory asset amortization began in January 1995 

o 
o 

^ a ^ 
9 o o 

S 9 
"^ H ^ 
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Maui Eiectric Company, Limited 
Pension & OPEB Costs 

1987-2007 

Unt 

1 
2 
3 

4 
5 
6 

7 

6 
9 

1 

OuaUfied Plan 

NonOuatiBod Plans* 

Total 

OPEB - FAS 106 

OPEB - Reg Asset Amort ' 

Total 

OPEB • Execuiive Life Only 

Assumptions: 

Discount Rate 

Asset Return Rsle 

Medical Trend 

Dental Trend 

Vision Trend 

Actual Relunu for Valuation 

Martlet Related Vahx Retum 

Martlet Value Retum 

Contrib.To Pension Trust 

Contrib.To OPEB Trusts 

(k) 
1997 

Actual 

1.754,518 
10,010 

1,764,528 

2,505,017 
223,996 

2,729.013 

80,079 

7.00% 
9.00% 
6.50% 
5.00% 
4.00% 

13.49% 
14.09% 
15.23% 

1.754,518 
2.648,934 

(!) 
1998 

Actual 

949,280 
2.514 

951,794 

1.586,149 
223,996 

1.810,145 

59,546 

7.00% 
10.00% 
5.50% 
4.00% 
3.50% 

15.03% 
15.23% 
16.38% 

95,249 
1.750.599 

(m) 
1999 

Actual 

591.348 
1.184 

592,532 

642,968 
223,996 
866,964 

61.061 

6.50% 
10.00% 
5.00% 
3.50% 
3.00% 

25.19% 
28.31% 
30.10% 

0 
805.903 

(n) 
2000 

Actuat 

(2,266,330) 
1,951 

(2.264,379) 

293,137 
223,996 
517.133 

66,212 

7.75% 
10.00% 
6.25% 
4.75% 
4.25% 

15.03% 
11.85% 
-3.32% 

0 
450,921 

(o) 
2001 

Actual 

(2,278.694) 
1.381 

(2,277,313) 

338.534 
223.996 
562.530 

71,588 

7.50% 
10.00% 
6.00% 
4.50% 
4.00% 

13.45% 
5.04% 

-10.26% 

0 
490.942 

(P) 
2002 

Actual 

(1,495,267) 
1,592 

(1,493,675) 

624,007 
223,996 
648,003 

71,902 

7.25% 
10.00% 

10%-4.75% 
4.75% 
3.75% 

-14.69% 
-14.52% 
-13.90% 

0 
776.101 

(q) 
2003 

Actual 

2,127,153 
(24,201) 

2.102,952 

1.223,819 
223,996 

1.447,815 

89,973 

6.75% 
9.00% 

9.25%-4.25% 
4.25% 
3.25% 

2.29% 
22.89% 
23.30% 

3.223,267 
1.357,842 

(0 
2004 

Actual 

1,015,920 
3,103 

1.019,023 

1,084,311 
223,996 

1.308,307 

91.145 

6.25% 
9.00% 

10%-4.25% 
4.25% 
3.25% 

8.67% 
2.58% 

10.13% 

4,580.816 
1.217,162 

(S) 

2005 
Actual 

1,641,724 ' 
2,025 

1,643,749 

1,254,742 
223,996 

1,478.738 

95.563 

6.00% 
9.00% 

10%-5% 
5.00% 
4.00% 

8.68% 
0.69% 
7.38% 

1.000.000 
1.383.175 

(t) 
2006 
Est. 

3.209.658 
10.481 

3.220.139 

1.072.140 
223.996 

1.296.136 

96.896 

5.75% 
9.00% 

10%-5% 
5.00% 
4.00% 

Availatile 
in 

June. 2007 

0 
1.199,240 

(u) 
2007 

TYEst. 

3,804,000 
1,000 

3,805,000 

1,215.000 
223,996 

1,438,996 

96.000 

6.00% 
8.50% 

10%-5% 
5.00% 
4.00% 

0 
1,343.996 

' Regutatofy asset amortization t)egan in January 1995 
' Non-qualified plan expenses removed from test year estimate 
' Includes adjustments for Molokai pension accrual booked in prior years. 

c:\My Documents^XCEL\RATHCASE\2005 HECOWECO-1003.xls 
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Pension Plans 

All regular employees (including the Named Executive Officeis) are covered by noncontributory, 
qualified defined benefit pension plans. The plans provide retirement benefits at normal retirement 
(age 65), reduced early retirement benefits and death benefits. The Named Executive Officers except 
Ms. Lau participate in the Retirement Plan for Employees of HEI and Participatizig Subsidiaries ("HEI 
Plan'O- 'Ms. Lau participated in the HEI Plan while employed by HECO and HEI and is currently a 
participant in the American Savings Bank Retirement Plan ("ASB Plan"). Mr. Clarice and Mr, May also 
participate in the HEI Su^lemeotal Executive Retirement Plan ("HEI SERP") and Ma. La^ also ' 
participles in the ASB Supplemental Retirement, Disability, and Death Benefit Plan ("ASB SERF**) 
(see pages 27 and 28). 

In Decernber 2005 Mr. Yeaman was added as a participant to the HEI SERP effective April 1, 
2006 or sucti later date when, the, plan is. formally amended to compfy with the requirements of IRC 
Section.409A... . .-:̂  ,.--, ,-.:• •.•''̂ •-•.• 

Some of the Nanud Executive Officers are affected,by. Internal Revenue Code ("rRC**) limitations 
on qualified plan benefits. Tlley. are, therefore, also covered under the HEI ^xcess Benefit ^ a o 
("Excess Plan") and the H ^ Excess Pay Supplemental Executive Retirement Plan ("Excess Pay 
SERP")» which are nonicdntributoiy; nonqualified plans. 

The following table shows estimated annual pension benefits payable at retirement under the HEI 
Plan, Excess Plan and Excess Pay SERP based on base salary tt^t is covered under the three ptans and 
years of service with the Company and other partiqpating subsidiaries. 

PENSION PLAN TABLE 

• • \fe«i* o< Sendee 
Remmwrattoa 9 \ JO . 15 U 23 30 35 

• ; • • . • . I • • • ' - • . » • • • . I II ' .J . J _ ^ ^ B _ ^ . ^ _ _ _ _ ^ _ _ _ _ _ — • . 1 - 1 . • _ 

$250,000 ; . . . : . . . , . . ; . . : . 25400- 51,000 76^00 102.000 127^00 153,000 167^00 
300,000 ; . 7 30,600 6 1 ^ 0 91.800 122.400 153,000 183,6(ki. 2dl/)00 
350,000 . , 35.700 71,490 107̂ 100 142»800. nS^OO 2 l 4 ^ .234400 
400,000 40,800 81,600 122,400 l^iop.,204.6pO.244,8^^ 
450,000 45,900 91^00 137.700 183.60o''2294b6 275.400' 3OU00 
500,000 51,000 101,000 153,000 204,000 255,000 306,000 335,000 
550,000 56,100 1 1 2 ^ : 168,300 224,400 280400 336,600 368400 
600,000 61,200 122,400 183,600 244.800 306.000 367.200 402,000 
650,000 . , . - 66300.132,600 198.900 265,200 331400 397.800 435400 
700.000 71.400 142,800 214.:K)0 285,600 357,000 428,400 469,000 
750,000 . . . . . . ; 76400 153.000 229400 306.000 382,500 459,000 502400 
800,000 ; . . . . . . . . 8i;600 163.200 244,800 326,400 408,000 489,600 536,000 

The HEI Plan provides a monthly retirement pension fox life. Benefits are determined by 
multiplying years of credited service lind 2.04% (not to exceed 67%) times the participant's Final 
Average Conapeasatioh (average base salary as shown for the Named Executive Officers in the 
Summary Competaatiou Tkblc for any consecutive 36 months out of the last 10 years that produces the 
highest monthly average) wiihout any offset for spcia] security. As of December 31, 2005, the Named 
Executive Officers had the following number of years of credited service under ihe HEI Plan: 
Mr. Qarke. 18 years; Mr. May. 13 years; Ms. Lau, 15 years; Mr. Yeaman, 3 years; and Ms. Wong, 
15 years. 

26 
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Benefits under the ASB Plan arc determined by multiplying years of credited service (not to • -
exceed 35 years) and 1.5% times the participant'BF^nat Average Compensatioii; (avenge compeiisatioQ -
as shown for Ms. Lau in the Summary Compensation Ihble for the highest five of the last ten years of 
credited service) without any offeet for social security. As of December 3i;20b5, Ms. Lau Kad'kct years * 
of credit«l service under the ASB PUo:^-.; • ; .,> i!; * 

Section 415 of the IRC limits the retirement benefit tbj^ a ' 
reiiremenrplans such'as the H H ihaa ah^ 
2006) per year at age 65. the Company adbptid'the Excess Han to prdvide benefits that cannot be 
paid from the quailed plians due to this maximum limit, based on the same formula as the qualified 
p l a n s . - ' . •' • . •- / ) • - . . -•• '", ' , . ' ' i ••:..' '-• ; ' t , , r . ' ' ' ' - - ~ ' ' - ' ' . ' ' i 5 ' ' ' ' i ' , ' j •-..'''". v . - . - •••••-; ' ' •'• I ' - ' ^ . J - J : , ' • • •'•.• 

IRC Sef^pp 401(a)(l'^ l i^ i^ '^^ 'p^c^ 
retirement plana. Th? limit, oo ttie in9^ifixi compipiisarioî  ' ^ 2̂005 under IRC $ectioa 401 (a)^ 17) Was 
S21(^0f» ($2iW,9cip (OI 2p66)./rec , ^ m p ^ Pay ̂ SERP to j a p v ^ benefits jjxat 
ceuinot be paid frooi.tfie qualified plansdue to the tpaTit̂ pitt'<viTppeTiftflrinn limit untilcf.'IRC 
Sectior^\4pi(a)(i7),'base^ ''rV'i-'•/•• '•i".-'i-'' '•-

The Company also inaiiitahu two supiUementalocecutivfl'refixvment plans:0*H^ SERP'^aAd 
"ASB SERP") for ccrtaifl executive officers. Mr. Qarke and Mj^.Majpaitidgate ^ ^ t ^ 
Ms. Lau p^tidpates in the ASB SERP. Ms. Yeaman will participate in t&e HEI.SERP effective titer 
later of April 1; 2005. dr the date the plait is^amfendedfol̂  IRC Secdo Benefltk uitidef tHe iHEI 
SERP '^id ASB SERP are in 'adfiitibil td q u a l i ^ retir^ent benefitit p ^ b t e ^ i a the HEI Plan, the 
ASB Plan and Social Security. 

Undcc the HEISERP, the; execution is e l ^ l e tp recieivej ^tage 60^a:,benefit of up ta 60% 
(depending on years of credited service) of the partidpanfi average compensation, which includes 
amounts received' uu^der t ^ armual E^(i^ ip the^hij^hcst ^ o . o^t QJ the last five yca» ,of seivic*. The 
benefit payable under'thc H H SER^ is iwjuceit by„th<i jppr^pa^^j p'iimat)t S « i ^ Security, benefit 
and thq, benefit payable ^ m the HEI Fl^,^.t 'h> QO cveî t.'is If I ^ tbkii thebenefit that would be 
payable under the l ^ FUn.^fot^/any IRC'.Secti^ TlicHEli,SE^.. 
provides for reduced'early fet^efnent benefits at age^isb.y^j^ 1^ yeais of service or agp 5^ wii^ five 
yean of service, and siirwor benefits in t^e i^ri^ of an ̂ a^ death 
after becomii^ eligible for;earfyretiremem:«:Based on,Ml. Clerte'saimounced retirement date of 
May 31, 2006, the overall total retirement benefits payable to Mr. Clarke in the form of a straight life 
annui^ at age 63 is $603,011, based on his current compensation level ($92,608 from the HEI Plan, 
$510,403 from the HEI SERF, and no amount owing from the E t̂cess Pay SERP or tho Exctss^ Pliui). 
The overall benefils payable to Mr May in the form of 8 straight life annuity prcgected to age 65 is 
$288,226, based on his current compensation level ($86,137 fiom the HEI Plan, $65,288 attributed to 
the H H SERP, $136,801 calculated.under the Excess Pay SERP and no amount owing from the Excess 
P l a n ) . • ; ; ' • - • ' : : ' . • - ' ' : ' • . " • • • ; • ' . • ' • ' ' 

The ASB SERP provides a benefit at age 65 of up to 60% (depending upon years of service) of 
the participant's average compensation (including 50% of the amounts received under the annual 
EIOP) in the highest five consecutive years out of the last ten years of service, reduced by the 
participant's primary Social Security benefit and the benefit payable from the,ASB and HEI Plans, but 
in no event is it less than the benefit that would be payable under the ASB Plan before any IRC 
Sections 415 and 40l(a)(17) reductions. The ASB SERP also provides for; termination and survivor 
benefits in certain circumslances. The overall tolal retirement benefiti payable to Ms. Lau in the forra 
of a straight life annuity projected to age 65 is $530473, based on her current compensation level 

27 
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P a v ' s ^ T d t ^ ^ ^ ' ^ ^ ^ ' ' " ^ fr°"^ ^« ™ I Plan, $410,999 calculated under the HEI Excess 
Pay SERP and no amounts owmg under the Excess Plan or the ASB SERP). ^ ^ 
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2006 NPBC • Components 

5.75% Discount Rate 
9.0% Asset Retum Assumption 

OPEB 2006 Net Periodic Postretirement Benefit Cost 

Total 

Service Cost 
Interest Cost 
Exp Asset Retum 
Amort of Tr Oblig 
Amort of Pr Sve Cost 
Amort of (Gain)/Los3 

Total 

MECO 

678,935 
1,394.034 

(1,399,327) 
356,158 

0 
42.340 

1.072,140 

Exec Life ONLY 

MECO 

5,146 
49,522 

0 
42,228 

0 
g_ 

96,896 

INFORMATION FOR COMPANIES OTHER THAN MECO DELETED 

09/06/2006 6:17 PM J:'>1ei'XW\UTrLS\v06\Wksht\H06l061.xJs 2006_Exh (2) Waison Wyatt Wortdwide 
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2007 Estimated NPBC • Components 

OPEB 2007 Estimated NPBC 

Total Exec Life ONLY 

MECO MECO 

B.0% Discount Rata. B.B% Asset Return Assumption 

Service Cost 
Interest Cost 
Exp Asset Retum 
Amort of Tr Obiig 
Amort of Pr Sve Cost 
Amort of (Galn)/Loss 

Total 

655,000 
1,510.000 

(1.391.000) 
356,000 

0 
85,000 

1,215,000 

5.000 
49,000 

0 
42.000 

0 
0 

96,000 

INFORMATION FOR COMPANIES OTHER THAN MECO DELETED 

11/01/2006 7;03PM J:\Hei\HWUJT lLS\v06\Wk9ht\H06106_4yrPr_8.5,)di2007_E* Watson Wyatt Worldwi 

file://J:/Hei/HWUJT
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Maui E lec t r ic Co . , L t d . 

CALCULATION OF LONG TERM DISABILITY 
2007 

Average Salary for January 

Salary/Wage Adjustment 

Projected No. of Merit and BU Employees 

Projected Compensation for 2007 

2007 Enrollment 
MERnr 

76.224 

X 

X 

X 

1.0000 
76.224 
1.0000 
76.224 

101 

7.698,624 

BU 
62.195 

1.0000 
62.195 

235 

14.615.825 

TOTAL 

2007 Premium rate 
per $100 Compensation 

BU 
MERIT 

$0.37 
$0.48 $0.0048 

$36,953.40 

$0.0037 

$54,079 91.032 

ASA admin fee plus banking fees 

Annual Premium 91,032 

Plus Clalrr^ (incurred as of 06/30/06 & annualized) 

2007 Forecast 

31.668 

122.700 

780 PHE NE NPFZZZZZ 509 122,700 

No. of Merit Employees 
No. of BU Employees 

30% 
70% 

WEC02007_335 (rata case adi).xls[LTD] 
10/2/2006 
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AON 
Employee Benefits Consulting 

Lotminc P. Nskssom 

Am CmttttiM 
DinaJJm ^Ot} S404iS7 

August 79,2006 

Mr. Joho Fanosh 
Account Executive 
MetLife 
4380 SW Macadam Avenue, Suite 200 

Portland. OR 97201 

R E : HAWAIIAN ELECTRIC INDUSTRIES - PROPOSAL ACCEPTANCE FOR 2007 

Dear John: 

We are pleased to inform you of Hawaiian Electric Industries, Inc.'s decision to accept MetLife's proposal, 
which would essentially break open HEI's existing 2-year agreement HEI has agreed to accept MetLife's 
proposal of an overall -6,0% decrease, effective Januaiy 1,2007, guaranteed for two years. The accepted 
rates are as follows: 

Non-Bargaining Employees: $.48 per $100 of covered wages 
Bargaining Employees: S.37 per SlOO of covered wages 

The next scheduled renewal as January 1,2009. 

Additionally* please advise wtutt is needed to begin tracking the experience (premiums and claims) 
separately between the Non-Bargaining and Bargaining cnqiloyees. This information will help oosure rates 
applied to each group is appropriate based on each group's specific experience. While we understand both 
employee groups are combined for total case underwriting, fiiture renewal rates for each group should be 
weighted based on each group's experience. 

We appreciate the steps MetLife has taken in evaluating and modifying rating components for a more 
appropriate and fair rate position that is beneficial to our mutual client 

Please feel fi'ee to contact me should you have any questions. 

Sincerely. 

AUG 3 0 2006 

Sijwcrcljf. 

Lorraine P- Nakasone 
Consultant 

cc: Debi Rodriquez/MetLifc 
-Myra O'Brien, Julie Price and Phyllis Hanta; HEI 
Malcolm Tajiri/Aon Consulting 

Aon Cotuulting, iPC. 
PC. Boi 201 • Honolulu, \\**m 96310 
(d: 80a.3))..t90O'Cur &08.}4O.'tJIO*»w«M]nci)(n 
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Maui Electric Co., Ltd. 

Projected FlexPlan & Premium Expense 
2007 

Enrollment 
as of No. of 

CREDITS PRICES Jan-06 Emp Amount CR - PR 

Basic 
Life 

Total 

543.022 
81,295 

624,317 

778 PHE NE PNFZ2222 S00| 

PPP 

H P H Plus 

Single 
S. Parent 
Couple 
Family 

Single 
S. Parent 
Couple 
Family 

SUBTOTAL HMSA 

Kaiser 

Vision 

Major Care 
Dental 

Single 
S. Parent 
Couple 
Family 

Single 
Couple 
Family 

Single 
Couple 
Family 

SUBTOTAL DENTAL 

Basic Life 
Supplemental LifE 

SUBTOTAL LtFE INSURANCE 

Dependant Life 

AD&D 

7.0% 
2.7% 

11.1% 
21.1% 

2.3% 
1.0% 
3.0% 

14.8% 

10.1% 
2.7% 
8.1% 

12.1% 

19.5% 
22.1% 
54.4% 

18.5% 
23.8% 
56,4% 

23.5 
9.0 

37.2 
70.7 

7.7 
3.4 

10.1 
49.6 

33.8 
9.0 

27.1 
40.5 

65.3 
74.0 

182.2 

62.0 
79.7 

186.9 

38,172 
15.658 
71,835 

146,756 

12,507 
5.915 

19.504 
102,958 

413.305 

54.902 
15,658 
52,331 
84.068 

206,959 

4,310 
5.328 

13.118 

22,756 

6.116 
9.717 

27,428 

43,261 

91.809 
135.624 

227,433 

14,B57 

38,408 

643,020 [77a PHE NE NPFZZZZZ BOO] 

776 PHE NE NPFZZZZZ 600 

778 PHE NE NPFZZZZZ 900 

|778 PHE NE NPFZZZZZ BOO 

776 PHE NE NPFZZZZZ 900 

Total Prices 966.979 (342,662) 

ly!ECO2007_335 (rate caso aOi).xisiPfoi«cteO Fiei PSP] 
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Plan Options 

Credits 

PPP 
Single 
Single Parent 
Couple 
Family 

HPH Plus 
Single 
Single Parent 
Couple 
Family 

Kaiser 
Single 
Single Parent 
Couple 
Family 

Vision 
Single 
Couple 
Family 

Major Care Dental 
Single 
Couple 
Family 

Maui Electric Co .. Ltd. 

Flex Plan Premiums & Prices 
2007 

Premium Per Month 

2006 2007 
Medical 

202.74 210.41 
407.41 422.22 
490.27 508.10 
529.50 548.71 

232.89 249.77 
449.17 482.46 
540.52 580.58 
587.86 631.55 

258.07 253.31 
495.50 486.35 
596.14 585.15 
650.34 638.34 

5.08 5.08 
10.15 10.15 
14.73 14.73 

32.32 31.29 
64.63 62.56 
92.48 89.52 

Medical 
% Increase 

3.783 
3.635 
3.637 
3.628 

7.248 
7.411 
7.411 
7.432 

-1.845 
-1.847 
-1.844 
-1.845 

0.000 
0.000 
0.000 

-3.190 
-3.200 
-3.200 

FlexPlan 
Price per 

2006 

67.54 

67.18 
71.49 
78.96 
84.49 

67.18 
71.49 
78.96 
84.49 

67.18 
71.49 
78.96 
84.49 

2.75 
3.00 
3.00 

4.11 
5.08 
6.05 

PayPd 

2007 

67.54 

67.68 
72.49 
80.46 
86.49 

67.68 
72.49 
80.46 
86.49 

67.68 
72.49 
80.46 
86.49 

2.75 
3.00 
3.00 

4.11 
5.08 
6.05 

Note: 

Medical prices based on employee contribution per 2003 Negotiations 
No price increase for Vision and Dental 

Single SingleParent 
67.68 72.49 

2.75 3.00 
4.11 6,05 

Medical 
Vision 
Dental 
Total Prices 
Less Credits 
Employee Cont, 

74.54 
67.54 

7.00 

Couple Family 
80.46 86.49 

3.00 3.00 
5.08 6.05 

81.54 
67.54 
14.00 

88.54 
67.54 
21.00 

95.54 
67.54 
28.00 

MECO2007_335 (rale case adj).xlsIFIex Plan Premiums « Prices] 
2/2/2007 
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Maul Electric Co., Ltd. 

Calculation of Medical Expense 
2007 

MONTHLY 

PLAN 

PPP 
(HMSA) 

HPH Plus 
(HMSA) 

Kaiser 

COVERAG 

Single 
S. Parent 
Couple 
Family 

Single 
S. Parent 
Couple 
Family 

Single 
S. Parent 
Couple 
Family 

% 0 F 
PARTICtPATION 

1/1/2006 

7.0% 
2.7% 

11.1% 
21.1% 

2.3% 
1.0% 
3.0% 

14.8% 

10.1% 
2.7% 
8.1% 

12.1% 

PROJECTED 
PARTICIPATION 

2007 

23.5 
9.0 

37.2 
70.7 

7,7 
3.4 

10.1 
49.6 

33.8 
9.0 

27.1 
40.5 

2007 
MONTHLY 
PREMIUM 

RATES 

210.41 
422.22 
508.10 
548.71 

249.77 
482.46 
580.58 
631.55 

253.31 
486.35 
585.15 
638.34 

PREMIUM 
FOR 2007 
PARTICIPATION 

(2x3 ) 

4.945 
3,800 

16.901 
38.794 
66,440 

1,923 
1,640 
5,864 

31,325 
40,752 

8,562 
4,377 

15,858 
25,853 

2007 
ANNUAL 
PREMIUM 

59,340 
45.600 

226.812 
465,528 
797,280 

23.076 
19.680 
70,368 

375.900 
489.024 

102,744 
52,524 

190,296 
310,236 

54,650 655.800 

Waive 4.0% 

100.0% 

13.4 

335 161,842 1.942.104 

77B PHE NE NPFZZZZZ 509 TOTAL 1.286,304 

778 PHE NE NPFZZZZZ 509 TOTAL 655,800 

MECO2C07_335 (rate case adj).xls(Medtcal] 
9/14/2006 
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Maui Electric Co., Ltd. 

Calculation of Dental Expense 
2007 

PLAN 

Ma]or Care 
(HDS) 

Waive 

COVERAC 

Single 
2 Party 
Family 

1 

%0F 
PARTICIPATION 

1/1/2006 

18.5% 
23.8% 
56.4% 

1.3% 

2 

PROJECTED 
PARTICIPATION 

2007 

62.0 
79.7 

188.9 

4.4 

3 

2007 
MONTHLY 
PREMIUM 

RATES 

31.29 
62.56 
89.52 

4 
MONTHLY 
PREMIUM 

FOR 2007 
PARTICIPATION 

(2x3) 

1.940 
4,086 

16,910 
23,836 
47,672 

5 

2007 
PROJECTED 

ANNUAL 
PREMIUM 

23.280 
59.632 

202,920 
286,032 

100.0% 335 47.672 286,032 

778 PHE NE NPFZZZZZ 509 TOTAL 286.032 

MeCO2007_33S (rata casa adj).xls(Dentall 
9/U/2006 
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Maul Eiectric Co.. Ltd. 

Calculation of Vision Expense 
2007 

PLAN 

VISION 
(VSP) 

Waive 

COVERAG 

Single 
Couple 
Family 

% 0 F 
PARTICIPATION 

1/1/2006 

19.5% 
22.1% 
54.4% 

4.0% 

PROJECTED 
PARTICIPATiON 

2007 

65.3 
74.0 

182.2 

13.5 

2007 
MONTHLY 
PREMIUM 

RATES 

5.08 
10.15 
14.73 

MONTHLY 
PREMIUM 

FOR 2007 
PARTtCfPATION 

(2x3) 

332 
751 

2,684 

2007 
PROJECTED 

ANNUAL 
PREMIUM 

3,964 
9,012 

32,208 

100.0% 335. 3,767 45,204 

778 PHE NE NPFZZZZZ 509 TOTAL 45,204 

Merit 
Bargaining 

30% 
70% 

MEC02007_335.xls[Vision] 
8/15/2006 
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HMSA 
Blue Cross 

^ I W V Blue Shield 
^ of Hawaii 

An raw«idM UcvvM « VM e u Crcu VKl BkJi SruU AssDoUon 

August 17. 2006 

Juiie Price 
i^anager of Compensaiion and Benefits 
Hawaiian Electric Company 
PO Box 2750 
Honolulu. HI 96840-0001 

Dear Juile, 

Thank you once again, for aiiowing HMSA to be the Health Plan of Choice for the employees 
of Hawaiian Electric industries. Hawaiian Electric Company, and HEI's subsidiary companies. 
We look forward to senrfng you again during the new plan year effective January 1,2007. 

A^^nyo Employees 
We have completed our review of your companies* health care claims experience to 
detennine rates for the upcoming year and find that an overall rate Increase of 6.5% is 
necessary for the Active Employees* coverage. The overall increase is comprised of an 8.5% 
medical rate increase and an 6.6% drug rate Increase. 

By infiplementing the 2007 plan year benefit modlflcationa, as outlined in HEI/HECO's 
bargaining agreement with the IBEW, the overall rate change calculates to a 5.6% rata 
increase over the cun-ent plan year rates. The benefit modifications for the Prefered 
Provider Plan had a -4.9% Impact to the plan rate, while the Health Pian Hawaii changes 
resulted In a -.5% rate decrease. The dnjg plan changes calculated a -3.1 % savings to the 
current plan. 

The annualized estimated savings associated with the 2007 benefit modifications, assuming 
membership as of May 2008, is $281,429. 

Retired Employees 
The overall rate change for the retirees' coverage calculates to a 12.9% rate increase, and it 
is comprised of a medical rate increase of 12.4% and a drug rate increase of 13.9%. 

After applying the 2007 benefit modifications and associated rate changes as stated above, 
the overall rate change calculates to a 9.7% rate increase from the current plan year rates.' 
The annualized estimated savings associated with the 2007 benefit modifications, assuming 
membership as of May 2006. is $101,774. 

Renewal Exhit>it 
Exhibit I & II: Provides tha rate calculation worksheets for the medical and dnjg programs for 
the active employees. 

Kawaii Medical Service As&oCiatior> '. '«-•^i'^r.-.-.-ji'. ^-.•; V-,J » : i'.'- -;;..-••• '-.; .•,.---.•_• . ••, 
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Exhibit HI & lll-A: Presents the Active employees* renewal rates and COBRA rates effecth/e 
January 1,2007 through December 31,2007. Rates presented assume that both the 
Bargaining and Non-Bargalning emptoyee groups will accept the 2007 beneftt changes. 

Exhibits IV & IV-A: Presents the Active emptoyees' renewal rates and COBRA rates with the 
assumption that the Bargaining employees will accept the 2007 benefit modlficatk)ns and the 
Non-bargainlng employees will retain the 2006 plan benefits. This scenarto may be 
necessary If the 2007 benefit changes are not acceptable to the Prepaid Council. 

Exhibit V: Provides a listing of large claim cases In excess of $25,000 for the active 
employee group. Two large claim cases exceeded the $150,000 large daim cap during the 
experience period. 

Exhibit A a B: Provides the medical and drug rate calculation wortcsheet for the retired 
employees. 

Exhibit C a C-1: Presents the Retired Employees renewal and COBRA rates incorporating 
the 2007 benefit changes. 

Exhibit D: Presents the large dalm cases In excess of $25,000 for the retirees. No targe 
daims cases exceeded the large dalm cap for retirees. 

Exhibit E: Provides for your review, a brief outline of the 2007 benefit modifications that were 
previously agreed to with the IBEW. 

Please note: 65C Plus rates for 2007 wilt not be ava//a6/s for release until October 2006. 

HMSA and its subsidiary companies offer a full range of employee benefit programs, which 
include Temporary and Long-Term Disability. Group Tenn Life Insurance, Acddentai Death & 
Dismemberment, and Long Term Care. Please let me know if we can provide you with a 
quote or more Infonnation on any of these programs. 

Once again, thank you for choosing HMSA, We appreciate the opportunity to continue to 
wori< with you to provide a quality health care program for the employees of HEI, HECO and 
the subsidiary companies. 

If you have any questions regarding the above, please feel free to contact me 948-5607 or 
you mail e-mail me atjohn_hamakawa@hmsa.com. 

i O r ^ — . 
in A. Hamakawa 

jnior Account Executive 
larketing 

C: Myra O'Brien 

Enclosures 

mailto:atjohn_hamakawa@hmsa.com
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MRG SYSTEM CREDlBILrTY 

i 
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APPUEO RATE A D J U S T K E N T 

0.083 
19 

F 
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( 2,1(I2.U>2 

$ ^031,967 
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1 2,104,761 
$ 161.376 

$ 2JS6w139 
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(059) 
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0 0 % 

a.6% 
6.6% 

"« O 2 

IP 
o H o 
•TI 1-^ — 
— ^ w 

13 P 
K> 
O 
O 0 \ 
I 

o 

oo 
-4 



EXHIBIT m 
MRO ACCOUNT; HAWAIIANELECITUCINDUSTRIES.INC.- ACnVES 
MRG CODE: 386 EFFECTIVB: JANUARY 1. 2007 THROUGH DECEMBER 31, 2007 

MECO-1013 
DOCKET NO. 2006-0387 
PAGE 5 OF 12 

SUMMARY OF RATES FOR HAWAIIAN ELECIRIC INDUSTRIES, INC. - ACTIVES 
(BENEFIT CHANGES FOR BOTH BU AND NBU) 

Single 
Suh/Spouw 
Sub/Child(rni) 
Family 

623-1 
68622-1 
99380-1 

5331 -I 
26326 -1 
98924-1 

9744-1 
68098 -1 
98921-1 
50463-1 
56314 -1 
98919 -I 
45281 -1 
56402-1 
99385 -1 
39409-1 
56411 -1 
99382-1 
54558 -1 
62044-1 
54558-6 
84752 -1 
56916-1 
56916 '2 
97667 -1 

BASIC 
KATES 

625 

S 146.96 
$393.74 
S326.90 
S427.98 

HECO BU PPP 
HECO BU PPP (COBRA) 
HECO BU PPP LTD 
HrajCOBUPPP 
HELCO BU PPP (COBRA) 
HWXOBUPPPLTD 
MECO BU PPP 
MECO BU PPP (COBRA) 
MECO BU PPP LTD 
HFfX)NBUPPP 
HECO NBU PPP (COBRA) 
HECO NBU PPP LTD 
HELCO NBU PPP 
HELCO NBU PPP (COBRA) 
HEUX)NBUPPPLTD 
MECO NBU PPP 
MECO NBU PPP (COBRA) 
MECO NBU PPP LTD 
HEI PPP 
HEI PPP (COBRA) 
HPCPPP 
HPC PPP (COBRA) 
PECS PPP 
PECS PPP (COBRA) 
HEI BOD PPP 

TOTAL 
DRUG NEW 

M U S IRATCS 
395 

S63JE4 S210.20 
SI 13.86 S507.60 

594.90 S421.80 
S120.t8 $548.16 

0.1% 
BASIC 
HBHC 

FEE 

$0.15 
5039 
$0J3 
$0.43 

0.1% 
DRUG TOTAL 
HBHC NEW RAITS 

FEE 

$0.06 
SO.ll 
$0.09 
S0.12 

WITH FEE 

$210.41 
S508.10 
$ 4 2 2 ^ 
S548.71 

Rates for COBRA groups do not include administrative fees. 

Page 1 of3 



ExmBrrm 
MRO ACCOUNT: HAWAHAN ELECTRIC INDUSTRIES, INC • ACTIVES 
MRG CODE: 386 EFFECnVB: JANUARY 1,2007 THROUGH DECEMBER 31, 2007 

MECO-1013 
DOCKET NO. 2006-0387 
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Single 
SuVSpouse 
Sub/Chi]d(ieo) 
Family 

62469-1 
69487-1 
98920-1 
62471 -1 
69489-1 
99384-1 
62473 -1 
69491-1 
99383-1 
60863-1 
62977-1 
99381 -1 
60865-1 
69488-1 
98923-1 
60866-1 
69490-1 
98922-1 
80160 -1 
84674-1 
80162 -1 
84676-1 
63100-2 
63112-1 

BASIC 
RA-res 

. Z-N 

$186.28 
$466.14 
$387.08 
$510.74 

HECO BU HPH 
HECO BU HPH (COBRA) 
HECO BU HPH LTD 
HEirOBUHPH 
KRIXX) BU HPH (COBRA) 
HELCO BU HPH LTD 
MBCOBUHFU 
MECO BU HPH (COBRA) 
MEC0BUHPHL7D 
HECO NBU HPH 
HECO NBU HPH (COBRA) 
HECO NBU HPH LID 
HKTXX}NBUHFH 
HRIXX) NBU HPH (COBRA) 
HFI-rONBUHPHLTD 
MECO NBU HPH 
MECO NBU HPH (COBRA) 
MECO NBU HPH LTD 
HEI HPH 
HEI HPH (COBRA) 
HPC HPH 
HPC HPH (COBRA) 
PECS HPH 
PFTS HPH (COBRA) 

TOTAL 
DRUG NEW 

396 

$63.24 S249.52 
$113.86 $580.00 

$94.90 $481^8 
$120.18 S 6 3 0 ^ 

0.1% 
BASIC 
HBHC 

rEE 

$0.19 
$0.47 
S0J9 
SOJl 

0.1% 
DRUG TOTAL 
HBHC NEW RATES 

FEE 

$0.06 
$0.11 
$0.09 
$0.12 

WITH FEE 

$249.77 
$58038 
S482v46 
$631.55 

Rates for COBRA groups do not include administrative fees. 

Page 2 of3 



EXHmrr in 
MRG ACCOUNT: HAWAIIAN ELECTRIC INDUSTRIES, INC. - ACTIVES 
MRG CODE: 386 EFFECTIVE: JANUARY 1.2007 THROUGH DECEMBER 31,2007 

MECO-1013 
DOCKET NO, 2006-0387 
PAGE 7 OF 12 

Single 
Sub/Spoose 
Siib/Child(ren) 
Fnnily 

82383-1 
84541 -1 
82385-1 
84750 -I 
82384-1 
84751 -1 

BASIC 
BAXE& 

Z-N 

S 1 8 6 ^ 
$466.14 
$3874)8 
$510.74 

HECO BU HPH PLUS 
HECO BU HPH PLUS (COBRA) 
HELCO BU HPH PLUS 
HELCO BU HPH PLUS (COBRA) 
MECO BU HPH PLUS 
MECO BU HPH PLUS (COBRA) 

0.1% 
BASIC 
HBHC 

TOTAL 
NEW 

RATES 

mzmmjem 

$0.19 
$0.47 
S0J9 
$0.51 

$186^7 
$466,61 
$387^7 
$511.23 

Ratei for COBRA groups do not include adnmuBtrative fees. 

Page 3 of3 
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August 29, 2006 

Ms. Julie Price 
Director, Benefits 
Hawaiian Electric Company, Inc, 
P.O. Box 2750 
Honolulu, HI 96840-0001 

RE: Rate Renewal Effective January 1.2007 through December 31, 2007 

Dear Julie: 

This correspondence is to inform you of the upcoming rate renewal for the Hawaiian Electric 
Company, Inc., that will be effective January 1, 2007 through December 31, 2007. The proposed 
rates are in alignment with the benefits that have been agreed upon with the bargained units for 
the con^anies that are associated with Hawaiian Electric Company, Inc. The benefit package for 
the 2007 plan year will be a $18 office visit, $18 charge per department per day for outpatient 
laboratory and radiology services, and a $14 prescription drug copayment. 

Active Emnlovees: 
Subgroups 009,010.0111,014,020,021: 

Employee 
Employee & Spouse 
Employee & Child(ren) 
Employee & Family 

Subgroup 013: 
Employee 
Employee & Spouse 
Employee & Child(ren) 
Employee & Family 

Retirees under 65: 

Subgroups 018,019,023 
Employee ' 
Employee + One 
Employee + Two or More 

Subgroup 022 
Employee 
Employee + One 
Employee + Two or More 

$253.31 
$585,15 
$486.35 
$638.34 

$253.31 
$585.15 
$486.35 
$638.34 

$455.96 
$911.92 

$1,367.88 

$455.96 
$911.92 

51,367.88 

Kaiser Foundation Health Plan, Inc. 

711 Kapiolani Boulevard, Tower BIdg., Suite 400 

Honolulu, Hawaii 96813 
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August 29, 2006 
Page 2 

Employee 
Employee + One 
Employee + Two or More 
Medicare Member 
Medicare + Non-Medicare Spouse 
Medicare + Medicare Spouse 

Retirees over 65 w/o Prescriotioii Dniss: 

$414.54 
$829.08 

$1,243.62 
$130.00 
$544.54 
$260.00 

Employee $414.54 
En^loyee + One $829.08 
Employee + Two or More $1,243.62 
Medicare Member $110.02 
Medicare + Non-Medicare Spouse $524.56 
Medicare + Medicare Spouse $220.04 

The Rate Adjustment Factor (RAF) has decreased fix)m 1,1094 to 1.0696 for the medical service 
utilization and decreased fi^om 1.0165 to 0.9665 for the prescription drug utilization. Tvc 
enclosed the rate renewal backup information along with the "Summary of Important Changes for 
200T' with this correspondence. 

Please review the infonnation enclosed in this rate renewal packet and I will be available to meet 
with you in the coming weeks to review and go over any questions that you may have about the 
renewal. Please contact me at 292-6436 or via email at Koh.Cluinu-w kp.orL: to set up the 
meeting in the coming weeks. 

Sincerely, 

Rob A. Chung 
Senior Account Manager 
Business Development 

enclosures 
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Rate Change Analysis 

Group Name: 
Group Number: 
Subtroup Nimt: 
Subgroup Number: 
AccoQUt Rep: 
UDdtTwrUtr: 
Renewal Quote ID: 
Prior Quote ID: 

Hawaiian Electnc 
00182 
HECO. MECO, HELCO (BU and NBU). HEI Coiporaie 
0O9, 010, 011,014, 020,02). 013 
Rob 
ay 
None 
None 

* Rates tubjcct to future State of HawaU Dept of iDtBrance rcqulrcmcDti 

Renewal Year 

KAisen PCfoiMNeNTV 
Kaiser Foundaiton Health Plan 

Hawui Rqpon 

RAF: 1.0696 
Prior RAF: 1.1094 

Rx RAF: 0.9665 
Prior Rx RAF: ).0165 
Prior Reg Fee: $15.00 

Prior Rj( Copay: $12.00 

Prior Year 

Medical Plan $15 (No Charge Lab. Imaging. &. Testing) 
Base RAF Adjustment 

Total Base Medical Pl«n 

Prescriptitm Drug Rider 14 
Dmg RAF Adjustment 

Total Prescriptiop Drug Plan 

First Siep Subscriber Rate 

Supplemental Benefits 
S18 Registration Fee 
$30 Copey Per Hosp. Adm 
SI8 Outpatient Lrr 
Large Choup Ci^iay Response Adjustment 
$15 Registretion Fee 

Total Supplenaental Btfieflts 

Effective 
1/1/07 

1231/07 
244,62 

17.03 
261.65 

27.16 
(0.91) 
26.25 

Administrative Charges 
BrtdccrLoad 
A P P Adjustment 
HBHC Load 

otal Admlalstrativt Charges 

roial Standard Rale Before Adjustments 

BFifoIly Mix Change impftct 
4^lep <1: Z J l : 1.92 : I S l ) Rate Factor 

llRe-nitloed Rate 

Adjustments 
Decomposite Adjustment - Actives 
Hate Reconciliation - 2006 (Revenue Adjustment) 
Dcnia] 

Total Adjustments 

Total Rate After AdJuWroeau 

Total "Billed" Rate Step I 

(1.54) 
(0.44) 
(3.58) 
(0.92) 

(6.48) 

0.24 
0.24 

2gl.66 

1.05 

296.18 

(42.19) 
(0.68) 

(42J7> 

253J1 

253 J 1 

Effective 
1/1/06 

Vim/06 
237.35 
25.97 

263 J2 

27.14 
0.45 

27.59 

(0.44) 
12.97) 
(0.94) 
(0.48) 

(4J3> 

0.24 
0.24 

2S6J2 

1.08 

308 J6 

(30.29) 

(50J9) 

258.07 

258.07 

Rate 
Cbaoga 

Step 2 $85.15 
Step 3 486J5 
Step 4 6J8 J 4 

Foomotei: 
• The HealA Plan Communiiy ffaie Change is the difference in ihe base rales for ihe coniract prriods abtr.e. 
• HfiiM ore bmed on i*it i^andani i-jier dutribuiicn ami odjuiinj;» At paup ipecific biiUng basis. 
' Bate rales for medical and drug are adjusted by the medicai and drug specific HP CfU and RAF. 
' Supplemental benefits ate adjusted by the Health Plan Community Rate change for that line of coverage. 
• The Total Billed Rate is the finalized rate for 2006 and 2007. 

7.27 
(8.94) 
(1.67) 

0.02 
(1.36) 

(!.S4) 

(.0.61) 
0.02 
0.48 

(1.65) 

(4.66) 

[lUSl 

8.10 
(0.68) 

7.42 

j±m 

(4.76) 

Percent 
Change 

3.06"/. 
-34.42% 
-0.63 V* 

0.07% 
-302.22% 

-4.86% 

New Item 
0.00% 

20.54% 
-2.13% 

-100.00% 

34.16% 

0.00% 
0.00% 

-1.63% 

-3.95% 

-16.11% 
New Item 

-14.75% 

-1.84% 

-1.84% 
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' i ^ DELTA DENTAt;; www.deltadentalhi.org 

HDs' 
Hawaii Dental Service 

Juty 18.2006 

Ms. Myra 03ricn 
Hawaiian Electnc Industries 
PO Box 2750 
Honolulu, HI 96840 

RE: Hawaiian Electric Industries 
HDSOroupNo. 0118 

Dear Myra: 

Hawaii Dental Service (HDS) has been providing dental benefits coverage to the people of Hawaii for 
over 40 years. We are committed to partnering with you to provide your employees a quality dental plan. 
Enclosed for your review are the rate renewal calculation sheet and the Group Experience Report for 
Hawaiian Electric Industries. 

The 24-month Rate Calculation indicates a 1.4% decrease. However. HDS oHers to renew the plan for 
the contract period beginning January 1,2007 through December 31,2007 at a 3.2% decrease. Over the 
last two contract periods, the group's stabilization has resulted in a cumulative net surplus of S361.235 
(approximately 1.5 months of preniiums). At these new rates, we are projecting the surplus to remain the 
sanie. The rates are shown below: 

Active Retirees 
^&^v£ COBRA 

Oie Party: $31.29 $31.92 Composite: $63.82 
Two Party: S62.56 $63.81 

Three Party*-; $89.52 $91.31 

We appreciate your continued trust in selrating HDS as your group's dental benefits provider. Elaine 
Fujiwara. your Marketing and Sales Manager, will be happy to discuss Ae renewal information. Please 
do not hesitate to contact her at 529-9261. 

Sincerely, 

Lynene C. Arakawa 
Director Marketing and Sales 

LCAipci 

Enclosures 

Hawaii Denu! Service Telephone: 3o8-5ii-!4ji 
700 Bishop Street. Suite 700 Toll Free: 800-252-2533 
Honolulu. Hawaii 96813-4196 Fax: &oS-529-9j68 

http://www.deltadentalhi.org
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MoHicjk ENGLB 
ACCOUNT BXICUTIVI 

August 28,2006 

Ms. Myra O'Brien 
Benefits Administrator 
HAWAHAN ELECTRIC INDUSTRIES, INC. 
P.O. Box 2750 
Honolulu, HI 96840 

RE: VISION PLAN - 2007 RATE CONFIRMATION 

Dear Myra: 

Pursuant to your request, this letter serves as coii&iination that the renewal rates effective 
January 1,2006 are guaranteed for a twenty-four month term. The following rates will be 
continued through December 31.2007: 

ACTIVE EMPLOYEES 

Employee Only: $ 5.08 
Employee + One Dependent: $10.15' 
Employee + Two or More Dependents: $14.73 

Composite: $10.85 

Please let me know if you require anything further. You may reath me at 524-4877, 
extension 13 or via email at monica.engle@vsp.com 

Sincerelv. 

MONICA B. ENGLE 
Account Executive 

VSP 
looi BISHOP ST»e8T, PAUAHI TOWBI. SUITE 890, HONOLULU. H [ 95813 

TEL; 808-114-4877 800-111-sitSi FAX: 8O8- ; J3 -O£O4 
viiiT o u t WBB SITB AT VIP.COM 

mailto:monica.engle@vsp.com
http://vip.com
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Maul Electric Co., Ltd. 

Calculation of Group Life Insurance - BASIC 
2007 

Average Salary for January 2007 Enrollment 

Satary/Wage Adjustment 

Insurance MIowance 
Projected Na of Merit and BU Employees 
Projected Total Basic Coverage 

Annual Premium 
2007 Projected Basic Group Life Expense 

X 

X 

X 

X 

X 

MERIT 
76.224 

1.0000 
76.224 
1.0000 
76.224 

2.0 
101 

15,397.248 

0.00246 

X 

X 

X 

X 

BU 
62.195 

1.0000 
62,195 

1.5 
235 

21,923.738 

0.00246 

TOTAL 

37.577 53,932 91.809 

No. of Merit Employees 
No. of BU Employees 

30% 
70% 

Supplemental 

778 PHE NE NPFZZZZZ 509 

Group Life 
Berate 
Supplemental 

Dependent Life 

Accidental Death 

Total 

135,624 

227,433 

91,809 
135.624 
227.433 

14.857 

38,408 

280,696 

MECO200T_33S (rato case 3(]J).x>s[Grp U a • Basic] 
9/14/3006 



Maui Electric Co.. Ltd. 

Calculation of Group Life Insurance - SUPPLEMENTAL 
2007 

2 1/2 Coverage 
Afle 2007 EnroOed 2007 EmoOed PiO). No. of Merit Prej. No. of BU 2007 PioiedBd AnmS 2007 SupplemwiS 

Merit Avg Salaiy BargAvgWtege Emptoyees Employees Covefape Preirium Premium TOTAL 

0-29 

30-34 

35-39 

40-44 

45-49 

50-54 

55-59 

60-64 

65/+ 

76.224 

76.224 

76.224 

76.224 

76.224 

76.224 

76.224 

76.224 

76.224 

52,195 

62,195 

62.195 

62.195 

62,195 

62.195 

62.195 

62,195 

62.195 

0 

2 

1 

2 

3 

2 

3 

1 

0 

0 

6 

3 

6 

7 

6 

7 

2 

0 

0 

449,394 

224,697 

449.394 

549,701 

449.394 

549,701 

lfi?,5n? 

0 

0.00077 

0.000R6 

0.00143 

0.00191 

0.00276 

0.00465 

0.00761 

0.01320 

0.02474 

0 

386 

321 

Bse 

1,517 

2.160 

4,293 

2,145 

0 11.700 

3 1/2 CovaraQe 
\A5B 2W7 EnroUed MOT EnnUad Proi.No.ofMerit P i r4 .NaofBU 2007 Pre^eoted 

1 
0 - 2 9 

30-34 

3 5 - 3 9 

4 0 - 4 4 

4 5 - 4 9 

50 -54 

5 5 - 5 9 

6 0 - 6 4 

65/* 

Merit Ave Salary 

76,224 

76,224 

76.224 

76,224 

76.224 

76.224 

76.224 

76,224 

76,224 

Baig Avo \Atege 

62.195 

62.195 

62.195 

62,195 

62.195 

62.195 

62.195 

62.195 

62,195 

EmpIO) 

2 

4 

16 

IS 

19 

15 

11 

3 

0 

Empteyees Covefsge 
Annual 

l̂ emium 
2007 Supptemental 

Premium TOTAL 

5 

10 

37 

35 

45 

35 

25 

7 

0 

850.622 

1.701,244 

6,431.806 

6,068.^0 

7.769,934 

6.068.690 

4,367.446 

1.213.738 

0 

0.00077 

0.00086 

0.00143 

0.00191 

0.00276 

0.00485 

0.00761 

0.01320 

0.02474 

655 

1.463 

9.197 

11.591 

21.445 

29.433 

34.110 

16,021 

0 123,915 

^ D 2 

S Q *̂  
m w o 
to hi ^ 
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ON 

O 
U> 
oo 

M£CO2007_3SS (rato c a u adi)jatfCkp I t e . Simel«nami] 
9/14/2006 
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Maui Electric Co., Ltd. 

Calculation of Group Life Insurance - SUPPLEMENTAL 
for $50,000 coverage 

2007 
$50.000 Coverage 
Age 2007 Enrolled 

Merit Avg Coverage 
2007 Enrolled Prc^. No. of Merit 
BU Avg. Covera Emptoyees 

Prc^ No. of BU 2007 Projected Annual 2007 Supplemental 
E m f ^ e e s Coverage Premium Premium TOTAL 

0-29 

30-34 

35-39 

40-44 

45-49 

50-54 

55-59 

60-64 

65/+ 

0 

0 

0 

0 

0 

0 

0 

0 

0 

3,250 

3.250 

3.250 

3.250 

3.250 

3.250 

3.250 

3.250 

3.250 

0 

0 

0 

0 

0 

0 

0 

0 

0 

No. o* Merit Emptoyees 
No. Of BU Employees 

30% 
70% 

0 

0 

0 

0 

3,250 

0 

0 

0 

0 

0.00077 

0.00066 

0.00143 

0.00191 

0.00276 

0.00485 

0.00781 

0.01320 

0.02474 

TOTAL 

MECO2007_335 (rate case adj).)(ls[Grp Ufe Supp for %SW\ 
9/14/2006 
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Maui Electric Co., Ltd. 

Calculation of Dependent Life Insurance 
2007 

Plan 

10K 

25K 

Participation 
aaof 

Jan-Oe 

10.10% 

59.10% 

No. of Emp 
Enroltod 

34 

196 

Annual 
Rate 

$28.76 

$70.44 

TOTAL 

910 

13.947 

14,857 

776 PHE NE NPFZZZZZ 509 14,S57 

MECO2007_335 (rate case acJi).xls[Dep6rsdenl Life] 
9/14/2006 
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Maul Electric Co., Ltd. 

Calculation of Accidental Death & Dismemberment 
2007 

Average Single Coverage 

Salary/Wage Adjustment 

Projected No. of Merit and BU Employees ^ 

Average Merit plus BU Single Coverage 

Participation 
Annual Single Rate 

Single Coverage Premium 

X 

X 

X 

MERIT 
189,000 

1.0000 
199.000 
1.0000 

199.000 
101 

20.099.000 

X 

X 

BU 
180.284 

1.0000 
160.284 

235 
42.366.740 

TOTAL 

186,465 

X 95 
X 0.00042 

7,440 

Average Family Coverage 

Salary/Wage Adjustment 

Projected No. of Merit and BU Employees' 

Average Merit plus BU Family Coverage 

Participation 
Annual Family Rate 

Family Coverage Premium 

X 

X 

X 

234.019 

1.0000 
234,019 

1.0000 
234,019 

101 
23,635,919 

X 

X 

207,328 

1.00OO 
207,328 

235 
48,722.080 

X 

X 

TOTAL 

215,994 

206 

0.000696 

30,968 

38.408 

778 PHE NE NPFZZZZZ 509 38,408 

Note: 
' No. of Merit Employees 

No. ol SU Employoes 

MECO2C07_335 {rata case aai),xl9lA04D] 
9/14/2006 

3 0 % 
7 0 % 
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MECO'S PORTION OF TOTAL (ALL YEARS) COST for HR SUITE PROJECT 
By Cost Type, Phase & Stage 

(Thousands') 
Capital 

Deferred 
Expense 

Deferred 

Expense -
Not 
Reengine 
ering 

Expense -
Reengine 

TOTAL 

Cost Type 
LABOR 
OVERHEAD 
O/S SVC 
OTHER 
AFUDC 
TOTAL 
LABOR 
OVERHEAD 
O/S SVC 
OTHER 
TOTAL 
LABOR 
OVERHEAD 
TOTAL 
TOTAL 

Stage 
1 
-
-
-
-
-
-
10 
7 

35 
3 

65 
-
-
-
55 

Phase 1 

Stage 2 Stage 3 
44 
25 

219 
160 
21 

470 
21 
19 
24 
18 
82 
4 
2 
6 

558 

-
-
-
-
-
-
16 
11 
3 
3 

32 
-
-
_ 
32 

Total 
44 
25 

219 
160 
21 

470 
47 
37 
62 
23 

169 
4 
2 
6 

645 

Stage 
1 

-
-
-
-
-
-
-
14 

-
14 

-
-
-
14 

Phase 2 
Stage 

2 Stage 3 
33 
19 

134 
23 
6 

214 
4 
7 

11 
8 

30 
-
-

• -

244 

-
-
-
-
-
-
22 
15 
3 

-
40 

-
-
-
40 

Total 
33 
19 

134 
23 
6 

214 
26 
21 
28 

8 
• 84 

-
-
-
298 

Project 
Total 

77 
44 

354 
183 
27 

684 
73 
59 
90 
31 

253 
4 
2 
6 

943 

1. The detail amounts are rounded which may cause differences in the totals. 
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fWIECO'S PORTION OF 2007 COST for HR SUITE PROJECT 
By Cost Type, Phase & Stage 

(Thousands^) 
Capital 

Deferred 
Exoense Cost Type 
Deferred 

Expense -
Not 

Reengine 
ering 

Expense -
Reengine 

ering 
TOTAL 

LABOR 
OVERHEAD 
O/S SVC 
OTHER 
AFUDC 
TOTAL 
LABOR 
OVERHEAD 
O/S SVC 
OTHER 
TOTAL 
LABOR 
OVERHEAD 
TOTAL 
TOTAL 

Stage 1 
-
-
-
-
-
-
7 
5 

34 
-

46. 
-
-

46 

Phase 1 
Stage 

2 Stage 3 
44 
25 

219 
160 
21 

469 
21 
19 
42 
-
82, 
4 
2 
6-

557 

-

-
-
-
-
16 
11 
5 

-
32 
-
-
-
32 

Total 
44 
25 

219 
160 
21 

469 
44 
35 
81 
-

160 
4 
2 
6 

635 

Stage 1 
-
-
-
-
-
-
-
-
14 
-
14 
-
-
-
14 

Phase 2 
Stage Stage 

2 3 
9 
5 

27 
23 
• 

64. 
-
1 
4 
-
5 

-
-
-

69 

-
-
-
-
-
-

2 
1 

-
-

3 
-
-
-

3 

ToUl 
9 
5 

27 
23 
-

64 
2 
2 

18 
-

22 
-
-
-
86 

Project 
Total 

53 
30 

246 
183 
21 

533 
46 
37 
99 
-

182 
4 
2 
6 

721 

1. The detail amounts are rounded which may cause differences in the totals. 
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ADMINISTRATIVE AND GENBUL EXPENSES 
Employee Benefits 

Increase/Decrease by Activity equal to or greater than (45,000 and 10% 

Line 

926000 EmpioyM Psnslotis ind Beneflts 
1 Act 779 Administar Retiremenl Programs 

Act 776 Adminisier Flendite Benefits Program 

Exp. 
C o d e ' 

509 

550 

509 

900 

(a) 
2005 Recorded 

3,122.487 

0 

2.229.473 

-239.311 

(b) 
2007Budflel 

5.290.996 

157.664 

2.554,038 

-342.662 

(c) 
(nc/-Oec 

2.168.509 

157.664 

324.565 

-103 J 5 1 

(d) 
%ln(VDec 

69 

15 

43 

Exptanatton 

Increase In pension ptan expenses 
ttased on SFAS 87 clue to change k\ asset return 
assumption and amortization of gam/loss. SeeMECOT-l0 

New HR Suite prpiect costs 

Pfemlum increase for group insurance twnefits 

Increase tn employee contributions 

' Expense Codes: 
509 Outside Servtces-Spedfic Use 
550 InlBfCompany charges 
900 Financial statemenl Hems 
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1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Eileen Wachi and my business address is 210 Kamehameha Avenue, 

4 Kahului, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am employed by Maui Electric Company, Limited ("MECO" or "Company") as 

7 Manager of the Administration Department. My work experience and educational 

8 background are shown in MECO-1100. 

9 Q. Please describe your area of testimony with respect to this case. 

10 A. My testimony will cover MECO's total number of employees, the Administration 

11 Department's employee count, and the President's Office employee count. 

12 TOTAL NUMBER OF EMPLOYEES 

13 Q. Please define "number of employees." 

14 A. The "number of employees" includes regular, temporary and probationary 

15 employees, but excludes temporary agency workers hired on a contractual basis. 

16 Q What is MECO's test year 2007 estimate for total number of employees? 

17 A. The Company's test year 2007 estimated number of total employees al the end of 

18 the year is 335, as shown in MECO-I 101. The 335 year end count includes 14 

19 employees on Molokai and 9 employees on Lanai. The test year estimate for 

20 average number of employees is 334 as shown in MECO-1102. 

21 Q. How are the test year 2007 employee count estimates presenied with respect to 

22 employee counts for 2006? 

23 A. Where attachments to this testimony show employee count information for 2006, 

24 the exhibits (e.g., MECO-I 101) have been prepared showing budgeted 2006 

25 employee count information, consistent with the overall presentation of 2006 

26 information in the Company's application in this docket. In addition, workpapers 
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1 bearing the same numbers as the exhibits have been prepared showing the same 

2 information as in the exhibits, but substituting the 2006 budgeted employee count 

3 information with the actual 2006 employee counts (e.g., MECO-WP-1101). 

4 Q. How does the Company's test year 2007 estimated number of employees at year 

5 end compare with the year end employee counts in previous years? 

6 A. Year-end employee count information is shown in MECO-I 101 and MECO-WP-

7 1101. The test year 2007 estimated year end employee count is 335, which is 11 

8 more than the budgeted count of 324 at the end of 2006, and 25 more than the 

9 actual 2006 year end count of 310. The total Company test year 2007 increase of 

10 25 over the actual 2006 year end count reflects an increase of 3 in the Customer 

11 Service Department, 2 in the Engineering Department, 5 in the Power Supply 

12 Department, and 15 in the Transmission and Distribution Department. As 

13 discussed later in my testimony, as of mid-February 2007, the actual employee 

14 count is 314. 

15 EMPLOYEE COUNT ESTIMATE 

16 Q. How were the employee count estimates developed? 

17 A. The estimates were developed as part of MECO's Operating Budget process 

18 described by Mr. Lyle Matsunaga in MECO T-9. During the budgeting process, 

19 each manager establishes the resource requirements (number of employees 

20 needed) for his or her organization over the budget period by responsibility area 

21 (RA), based on factors such as his or her planned workload and the anticipated 

22 number of retirements during the period. 

23 Q. How is the estimated total labor demand determined? 

24 A. Department managers, together with their department supervisors, determine the 

25 work (such as capital projects, non-capital projects, nonrecurring activities and 

26 normal day-to-day activities) that needs to be accomplished. Based on the work 
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1 that needs to be accomplished, forecasts of labor hours are developed and inputted 

2 into the budgeting system ("PILLAR") resulting in a forecasted demand of labor 

3 hours necessary to accomplish the work. 

4 Q. How are the resource requirements (number of employees needed) and total labor 

5 demand coordinated and reconciled during the budgeting process? 

6 A. Based on the total labor demand, the supply of various Company personnel are 

7 "resourced" to meet the labor demand of work that needs to be accomplished. If 

8 the labor demand exceeds the labor supply available, capital and non-capital 

9 projects, nonrecurring activities and normal day-to-day activities are prioritized 

10 and certain work is forecast to be performed on an overtime basis, deferred, 

11 contracted out or performed by temporary personnel. This process assures the 

12 Company that ils budgeted labor costs are consistent with the number of 

13 employees it expects to have during the budget period and that higher priority 

14 work is performed first. 

15 Q. Who discusses the changes in number of employees from 2006 lo 2007? 

16 A. The individual O&M witnesses will discuss changes in the number of employees 

17 by departments. The departments and witnesses are: 

18 General Accounting - Lyle Matsunaga (MECO T-9), 

19 Administration and President's Office - Eileen Wachi (MECO T-l l ) , 

20 Customer Service - Sharon Suzuki (MECO T-7), 

21 Power Supply - Michael Ribao (MECO T-5), and 

22 Transmission & Distribution and Engineering - Andrew Herrera (MECO T-6). 

23 Q. What is the average number of employees by department and RA from 2001 to 

24 2007? 

25 A. MECO-I 102 presents the average number of employees by department and RA 

26 recorded from 2001 to 2005, and estimated for 2006 and 2007. The average 
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1 number of employees for a given year was determined by using a 13 month 

2 average based on the total number of employees at the end of each month of the 

3 given year, and at December 31 of the prior year in order to capture the average 

4 count for January of the given year. The calculation of the test year 2007 average 

5 employee count estimate of 334 is shown in MECO-1103. 

6 Q. What are some of the factors causing the fluctuations in average employee count 

7 between 2001 and 2007? 

8 A. Employee turnover due to an aging workforce (resulting in increased retirements) 

9 and olher employment terminations cause some of the year to year fluctuations in 

10 MECO's average employee count. The 2007 average count of 334 is higher than 

11 the 302-310 range of averages between 2001 and 2005 due to several contributing 

12 factors: (1) load growth due lo increased demand for electricity, (2) an increase in 

13 regulatory requirements with respect to financial internal controls, environmental 

14 reporting, and the security of people and property and (3) the tragedy of September 

15 II, 2001 that caused a downward fluctuation in employee count due to its effects 

16 on Hawaii's economy. 

17 LABOR COST 

18 Q. Is there a direct relationship between the number of employees and the level of 

19 operations and maintenance (O&M) labor expenses incurred? For example, will a 

20 lower than budgeted number of employees result in a proportionate underrun in 

21 O&M labor cost? 

22 A. While there is a genera! relationship between the number of employees and labor 

23 costs incurred, it should not be presumed that there is a direct relationship between 

24 employee count and the level of O&M labor expenses incurred. The O&M labor 

25 expenses included in MECO's test year eslimates reflect the required level of 

26 MECO operations, regardless of the number of employees on MECO's payroll. 
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1 Even if the Company is unable to fill all of the positions needed during the test 

2 year, the Company must still get the necessary work done. Therefore, the 

3 Company may make up for the unfilled positions by: (1) incurring additional 

4 overtime and increasing the number of temporary hires with which MECO 

5 supplements its work force during peak manpower requirement periods, and (2) 

6 increasing the amount of work performed by outside contractors, such as agency 

7 temporaries and technical service representatives. The increased overtime and 

8 number of temporary hires translate into increased labor cosls. Additional contract 

9 services also translate into increased costs, but such costs are recorded as non-

10 labor costs. 

11 ORGANIZATIONAL STRUCTURE 

12 Q. What is MECO's management organizational structure? 

13 A. MECO-1104 shows the Company's budgeted management organizational 

14 structure including reporting relationships, departmental organizations, and 

15 staffing levels as of December 31, 2006. 

16 Q. What is MECO's management organizational structure staffing for the test year? 

17 A. The estimated test year staffing level as of December 31, 2007, is shown in 

18 MECO-1105. 

19 EMPLOYEE COUNT ADJUSTMENTS 

20 Q. Will adjustments be made to the lesl year employee count due to the delay in 

21 achieving the estimated 335 employees by January 2007? 

22 A. No. Adjustments will not be made to the estimated employee count for test year 

23 2007. The budgeted 2007 employee count represents the level of resources needed 

24 by MECO to provide service lo its customers. A delay in filling job vacancies is 

25 not a reason for adjusting the Company's estimated employee count. 

26 Q. What is MECO's currenl actual employee count? 
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1 A. The actual employee count as of this writing (February 16, 2007) is 314. There 

2 are currently 21 vacancies of which 3 are pending hires (job applicants who have 

3 accepted conditional job offers made by MECO). The 21 vacancies are as follows: 

4 4 in the Customer Service Department, 1 in the Engineering Department, 3 in the 

5 Power Supply Department and 13 in the Transmission and Distribution 

6 Department. The 3 pending hires, expected to be hired by the end of the first 

7 quarter of 2007, will fill 1 vacancy in the Customer Service Department and 2 

8 vacancies in the Transmission and Dislribulion Department. This will reduce the 

9 number of vacancies to 18. 

10 Q. Please describe the reasons for the delay in achieving the estimated 335 employee 

11 count by January 2007. 

12 A. MECO works hard to fill positions as soon as possible after the need arises. The 

13 delay in achieving the estimated 335 employees by January 2007 was due to 

14 difficult-to-fill specialized positions and recent vacancies due to employee 

15 transfers and terminations. Employee transfers and terminations are not 

16 predictable and therefore, there is often a delay in filling those types of vacancies. 

17 Q. Are there other reasons why MECO is not adjusting its test year 2007 employee 

18 count estimate? 

19 A. Yes. As explained earlier, while there is a general relationship between the 

20 number of employees and labor costs incurred, it should nol be presumed that 

21 there is a direct relationship between employee count and the level of O&M labor 

22 expenses incurred. Even if the Company was unable lo fill by January 2007 all of 

23 the positions as budgeted in its Operating Budget, the Company must still get the 

24 necessary work done. As a result, the olherwise lower than budgeted labor costs 

25 due to a lower employee count will be offset by higher costs in other areas. For 

26 example, more overtime hours are worked, in part, to compensate for lower 
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1 staffing levels. As shown in MECO-1106 and MECO-WP-1106, the paid 

2 overtime statistics from 2001 through 2006 presents a higher percentage of 

3 overtime in comparison to test year 2007 due a lower employee count. In addition 

4 to overtime, the Company accomplishes the necessary work by employing the use 

5 of temporary workers hired through employment agencies and by outsourcing 

6 work through the use of contract services. Further, the lower than budgeted 

7 employee count will nol necessarily have an effect on the level of O&M labor 

8 expenses incurred, to the extent that the vacancies are for positions that perform 

9 primarily capital related work. 

10 

11 RECRUITMENT 

12 Q. Please describe the process MECO uses to fill its vacancies. 

13 A. As mentioned previously, department managers, together with their department 

14 supervisors, determine the resource requirements for their organization as part of 

15 the budgeting process. When a vacancy occurs, various levels of approval are 

16 required before the vacancy can be posted. It is MECO's preference to fill job 

17 openings first from within the Company; however, this will depend on the 

18 availability of qualified applicants. In addition, bargaining unit vacancies are 

19 generally filled using the process of job bidding rights. 

20 When qualified applicants are not available intemally, the Company extends its 

21 search into the community and sometimes to the mainland. For certain hard to fill 

22 positions, these procedures may run concurrently. The Company makes every 

23 effort to place people in positions that make the best use of their abilities, 

24 contribute to career growth, and maximize personal satisfaction. 

25 Q. Describe MECO's training programs to fill specialized jobs unique to the utility 

26 industry. 
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1 A. MECO has seven apprenticeship programs designed to fill specialized jobs unique 

2 to the utility industry. The seven apprenticeship programs are Lineman, Primary 

3 Troubleman, Electrical Mechanic, Meter Electrician, Diesel Maintenance 

4 Mechanic, Maintenance Electrician, and Maintenance Mechanic. Currently, 

5 MECO has 7 apprentices in the following programs: Lineman - 5 and Meter 

6 Electrician - 2. In addition, there are employees who are in the process of 

7 fulfilling the necessary requirements to qualify for acceptance into 4 of the 

8 apprenticeship programs. 

9 MECO also has intemal on-the-job training programs lo ensure that employee 

10 knowledge and skill level requirements for the jobs are preserved. Notably, power 

11 plant operators are provided with training focused on the safe operation of 

12 generators to prepare them for upper mobility in the Company's line-of-

13 progression jobs. 

14 Q. Can the specialized nature of certain jobs presenl challenges in filling vacancies? 

15 A. Yes. For example, due lo the rigors of learning the different specialized jobs, 

16 when an employee transfers outside of the power plant operator position line-of-

17 progression (mentioned in the previous question and answer) to another position 

18 within the Company, the transfer creates a burden on power plant operations. As a 

19 result, there is usually a delay in releasing the employee, thus creating a backlog in 

20 filling open vacancies. 

21 Q. What are the challenges in recmitment? 

22 A. Due to the nature of specialized work performed by the Company, a major 

23 recmiting challenge is the lack of a qualified local labor pool. Compounded with 

24 low unemployment rates across the state, this tight labor market is a continuing 

25 challenge in finding qualified applicants. The unemployment rate in 2001 for 

26 Maui and the state was 3.7% and 4.2 %, respectively. By December 2006, the 
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1 unemployment rate dropped dramatically for Maui and the state to 1.5% and 2.0%, 

2 respectively, which markedly reduced the availability of local labor. As a result, 

3 Company employment advertisements now attract fewer applicants for all jobs 

4 including entry level ones. The difficulties to recmit certain professional 

5 management and joumey-level trade positions such as Linemen within the state 

6 has made it necessary to extend recmitment efforts to the mainland. However, 

7 out-of-state recmitment poses its own set of problems. For instance, it has been 

8 our experience that journey level trades and craft, professional, and management 

9 applicants that are from out-of-state usually enjoy higher compensation. This 

10 makes il difficult lo put together a competitive offer to entice applicants to relocate 

11 lo Maui. 

12 Q. How does MECO address these recmitment challenges to fill job vacancies? 

13 A. To combat recmitment challenges, MECO increased the frequency of ils enlry-

14 level employment testing such that it could be considered a year round process. 

15 MECO partners with linkage agencies, e.g. Workforce Development 

16 Division/Work Source Maui, Alu Like Inc, Maui Community College, and 

17 Vocational Rehabilitation Division, to recmit for entry-level jobs. Additionally, 

18 advertisements are placed in the Maui News, Honolulu Advertiser and on the radio 

19 to widen the search process. On occasion, advertisements are placed on various 

20 internet websites such as Powerlineman.com, TheMeterGuy.com and Career 

21 Builder. The University of Hawaii online job services board has also been used. 

22 ADMINISTRATION DEPT. & PRESIDENT'S OFFICE EMPLOYEE COUNT 

23 Q. What is the 2007 test year estimate number of employees for the Administration 

24 Department? 

25 A. The 2007 lest year estimate number of employees for the Administration 

26 Department is 11. 

http://Powerlineman.com
http://TheMeterGuy.com
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1 Q. What is the current number of employees in the Administration Department? 

2 A. The Administration Department currently has 11 employees. 

3 Q. How many new positions will be added to the Administration Department in test 

4 year 2007? 

5 A. The Administration Department will nol add any new positions in test year 2007. 

6 Q. Whal is the 2007 test year estimate number of employees for the President's 

7 Office? 

8 A. The 2007 test year estimate number of employees for the President's Office is one. 

9 Q. Whal is the currenl number of employees in the President's Office? 

10 A. The President's Office has one employee. 

11 Q. How many new positions will be added to the President's Office in test year 2007? 

12 A. The President's Office will not add any new positions in test year 2007. 

13 SUMMARY 

14 Q. Please summarize your testimony. 

15 A. The tolal number of year end employees estimated for test year 2007 is 335. The 

16 estimated total number of average employees for test year 2007 is 334. 

17 Q. Does this conclude your testimony? 

18 A. Yes, it does. 
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MAUI ELECTRIC COMPANY, LTD. 

EILEEN WACHI 

EDUCATIONAL BACKGROUND AND EXPERIENCE 

BUSINESS ADDRESS: 

POSITION: 

YEARS OF SERVICE: 

EDUCATION: 

PREVIOUS POSITIONS: 

Maui Electric Company, Ltd. 
210 Kamehameha Avenue, Kahului, HI 96732 

Manager, Administration Department 
Maui Electric Company, Ltd. 
(April 1995 to present) 

21 Years 

Universiiy of Hawaii, B.B.A. in Business 
Administration, 1975 

Personnel Administrator 
Maui Electric Company, Ltd. 
(198510 1995) 
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MAUI ELECTRIC COMPANY, LTD. 
YEAR END EMPLOYEE COUNT BY DEPARTMENT - TOTAL COMPANY 

DEPARTMENT 

Accounting 

Administration 

Customer Service 

Engineering 

Power Supply 

President's Office 

Transmission & Distribution 

TOTAL 

MS_ 

MA_ 

MC_ 

MW_ 

MG_ 

M9P 

MD_ 

(A) 

TOTAL 
POSITIONS 

FILLED 
2004 

14 

10 

35 

28 

120 

1 

98 

306 

(B) 
ACTUAL 

NET 
ADDITIONS 
(REDUCT

IONS) 
2005 

0 

0 

2 

0 

0 

0 

(4) 

(2) 

(C) 

[(A) + (B)] 
ACTUAL 

2005 

14 

10 

37 

28 

120 

1 

94 

304 

(D) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2006 

1 

1 

5 

1 

0 

0 

12 

20 

(E) 

1(C)+ (D)] 
BUDGET 

2006 

15 

11 

42 

29 

120 

1 

106 

324 

(F) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2007 

0 

0 

1 

2 

3 

0 

5 

11 

(G) 

[(E) + (F)] 
ESTIMATE 

2007 

15 

11 

43 

31 

123 

1 

111 

335 

SOURCE: 
Columns A & C - DARS Report 635 - Employee Count by Department/Division within VP Function 
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MAUI ELECTRIC COMPANY, LTD. 
YEAR END EMPLOYEE COUNT BY DEPARTMENT - BY ISLAND 

MAUI 

DEPARTMENT 

Accounting 

Administration 

Customer Service 

Engineering 

Power Supply 

President's Office 

Transmission & Distribution 

TOTAL 

MS_ 

MA_ 

MC_ 

MW_ 

MG_ 

M9P 

MD_ 

(A) 

TOTAL 
POSITIONS 

FILLED 
2004 

14 

10 

32 

28 

108 

1 

91 

284 

(B) 
ACTUAL 

NET 
ADDITIONS 
(REDUCT

IONS) 
2005 

0 

0 

2 

0 

0 

0 

(4) 

(2) 

(C) 

[(A) + (B)] 
ACTUAL 

2005 

14 

10 

34 

28 

108 

1 

87 

282 

(D) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2006 

1 

1 

5 

1 

0 

0 

12 

20 

(E) 

t(C) + (D)] 
BUDGET 

2006 

15 

11 

39 

29 

108 

1 

99 

302 

(F) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2007 

0 

0 

1 

2 

2 

0 

5 

10 

(G) 

1(E)+ (F)] 
ESTIMATE 

2007 

15 

11 

40 

31 

110 

1 

104 

312 

MOLOKAI 

DEPARTMENT 

Customer Service 

Power Supply 

Transmission & Distribution 

TOTAL 

MCT 

MGT 

MDT 

(A) 

TOTAL 
POSITIONS 

FILLED 
2004 

3 

7 

4 

14 

(B) 
ACTUAL 

NET 
ADDITIONS 
(REDUCT

IONS) 
2005 

0 

0 

0 

0 

(C) 

[(A) + (B)] 
ACTUAL 

2005 

3 

7 

4 

14 

(D) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2006 

0 

0 

0 

0 

(E) 

1(C)+ (D)] 
BUDGET 

2006 

3 

7 

4 

14 

(F) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2007 

0 

0 

0 

0 

(G) 

[(E)+ (F)] 
ESTIMATE 

2007 

3 

7 

4 

14 

LANAI 

DEPARTMENT 

Power Supply 

Transmission & Distribution 

TOTAL 

MGL 

MDL 

(A) 

TOTAL 
POSITIONS 

FILLED 
2004 

5 

3 

8 

(B) 
ACTUAL 

NET 
ADDITIONS 
(REDUCT

IONS) 
2005 

0 

0 

0 

(C) 

[(A) + (B)] 
ACTUAL 

2005 

5 

3 

8 

(D) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT-

IONS) 
2006 

0 

0 

0 

(E) 

[(C)+ (D)] 
BUDGET 

2006 

5 

3 

8 

(F) 
ESTIMATED 

NET 
ADDITIONS 
(REDUCT

IONS) 
2007 

1 

0 

1 

(G) 

[(E)+ (F)] 
ESTIMATE 

2007 

6 

3 

9 

SOURCE: 
Columns A & C - DARS Report 635 - Employee Count by Department/Division within VP Function 



Maui Electric Company, Ltd. 

Average Annual EmpioyM Counts {13-Month AvefBges) • TOTAL COMPANY 
2001 < 2007 

Power Supply 
PreshJenfs Offics 
President's Office 
Totals 

M9P 
119 
2 
2 

310 

118 
1 

1 
305 

118 
1 
1 

302 

117 
1 

1 
302 

121 
1 
1 

307 

(1) 
0 
0 

14 

120 
1 
1 

322 

3 
0 
0 

12 

123 
1 

1 
334 

Notes: 

1. AlHive Includes Company temps twit excludes agency temps. 

2. Sub-totatB and totals are calculated using a 13-<nonth averaglna fonnula. 

Deot 
Admin istretion 
Admin tstnit lon 
Administration 
Admin istration 

Administration 
Customer Service 
Customer Servic* 
Customer Service 
Customer Servfctf 
Customer Service 
Customer Service 
Customer Service 
Customer Service 
T&D 
T&D 
T&D 
T&D 
T&D 
TSD 
T&D 
T&D 
T&D 
T&D 
T&D 

T&D 
Engineering 
Engineering 
Engineering 
Engineering 
Engineering 
Engineering 
Engineering 
General Accounting 
General Accounting 
General Accounting 

General Accountirtg 
General Accounting 
General Accounting 

? a t i m Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 

RA 
MSA 
MSC 
MSP 
M5S 

MCA 

MCF 
MCM 
MCN 
MCR 
MCT 
MCZ 

MDA 
MDC 
MDE 
MDK 
MDL 
MDM 
MDR 
MDS 
MOT 
MOV 
MWI 

MWA 
MWC 
M M . 
MWM 
MWP 
MWS 

MAA 
MAB 
MAG 
MAP 
MAX 

MGA 
MGB 
MGC 
MGD 
MGE 
MGK 
MGL 
MGM 
MGT 

W 

2001 
4 
1 
2 
3 

10 
1 
6 
7 
5 

11 
4 
4 
38 
0 
6 
9 

32 
3 
8 

25 

S 
5 
1 
6 

101 
3 
2 
2 
1 

17 
3 

26 
2 
4 
3 
1 
3 

13 
11 
10 
0 

23 
10 
21 
7 

30 
7 

. tB) 

2002 
4 
1 
2 
3 

10 
1 

s 
7 
4 
12 
3 
4 

37 
0 
S 
9 

31 
I 
7 

2S 
5 
5 
2 
6 

99 
3 
2 
2 
1 

17 
3 

28 
2 
4 
3 
1 
3 

13 
11 
10 
0 

24 
10 
21 
6 

30 
7 

(CJ 

Recorded Average 
2003 

4 
1 
2 
3 

10 
1 
6 
7 

3 
12 
3 
5 

37 
0 
6 
9 

31 
3 
7 

23 
5 
4 
2 
6 

95 
3 
2 

2 
1 

17 
4 

29 
2 
4 
3 
1 
2 
12 
10 
10 
3 

21 
10 
21 
5 

30 
7 

{Dl 

2004 
4 
1 

2 
3 

10 
2 
6 
7 
3 

12 
3 
3 

36 

2 
6 
3 

32 
3 
5 

24 
5 
4 
2 
5 

96 
3 
2 
2 
1 

17 
4 

28 
2 
4 
3 
1 
4 

14 
11 
10 
2 

21 
10 
21 
5 

29 
7 

<E) 

2005 
4 
1 
2 
3 

10 
2 
6 
8 
3 

12 
3 
3 

37 
2 
6 
9 

30 
3 
6 

2S 
S 
4 
2 
5 

96 
3 
2 
2 
1 

17 
4 

29 
3 
4 
3 
1 
3 

14 
11 
10 

3 
21 
11 
23 
5 

30 
7 

^ bicrease 
(Decrease) 

0 
0 
0 
1 
1 
1 
0 
0 
1 
1 
0 
1 
4 
0 
0 
0 
6 

0 
1 
0 
0 
0 
0 
2 
9 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
1 
1 
1 
0 
0 
0 
0 

(2) 
0 
0 
0 

(F) 
Average 
Budget 

2006 
4 
1 
2 
4 
11 
3 
6 
8 
4 
13 
3 
4 

42 
2 
6 
9 

36 
3 
7 

25 

S 
4 
2 
7 

105 
3 
2 
2 

1 
17 
4 

29 
3 
4 
3 
1 
4 
15 

12 
10 
3 

21 
11 
21 
5 

30 
7 

(G> 

Increase 
(Decrease) 

0 
0 

0 
0 
0 
0 
1 
0 
1 

0 
0 
0 
2 
0 
0 
1 
1 
0 
0 
2 
1 
0 
1 

(1) 
5 
0 
0 
0 
0 
1 
1 
2 
0 
0 
0 
0 
0 
0 
0 
1 
0 
0 
1 
0 
1 
0 
0 

(Hi 
Average 
Budget 

2007 
4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
fi 
10 
37 
3 
7 

27 
6 

4 
3 
6 

111 
3 
2 
2 
1 

18 
S 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

(tl 
Yearend 
Budget 

2006 
4 
1 
2 
4 
11 
3 
6 
8 
5 

13 
3 
4 

42 
2 
6 
9 

36 
3 
7 

25 
5 

4 
2 
7 

106 
3 
2 
2 
1 

17 
4 

29 
3 
4 
3 
1 
4 
15 
12 
10 
3 

21 
11 
21 
5 

30 
7 

(J» 

Increase 
(Decrease) 

D 
0 
0 
0 
0 
0 
1 
0 
0 
0 
0 
0 
1 
0 
0 
1 
1 
0 
0 
2 
1 
0 
1 

(1) 
5 
0 
0 
0 
0 

1 
1 
2 
0 
0 
0 
0 
0 
0 
0 
1 
0 
0 
1 
0 
1 
0 
0 

(KI 
Yearend 
Budget 

2007 
4 
1 
2 
4 
11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

18 
5 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

120 
1 

1 
324 

3 
0 
0 

11 

123 

1 
1 

335 



Mau) Electric Company. Ltd. 
Average Annual Employee Counts (l3-Month Averages) - MAUI ONLY 
2001-2007 

POPt 
Administration 
Administration 
Administration 
Administration 
Administration 
Customer Service 
Customer Service 
Customer Service 
Customer Service 
Customer Service 
Customer Service 

Customer Service 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&O 
T&D 

T&D 
Engineering 
Engineering 
Engineering 
Engineering 
Engineering 
Engineering 

Engineering 

General Accounting 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 

(A) (B) 

RA 
MSA 
MSC 
MSP 
MSS 

4 
1 
2 
3 

2002 
4 
1 
2 
3 

(C) 

Recorded Average 

(D) (E) 

2003 
4 
1 
2 
3 

2004 
4 
1 
2 
3 

2005 
4 
1 
2 
3 

increase 
(Pecreasel 

0 
0 
0 
1 

10 10 10 10 10 1 
MCA 
MCF 
MCM 
MCN 
MCR 
MCZ 

1 
6 
7 
4 
12 
4 

1 
6 
7 
3 
12 
5 

2 
6 
7 
3 
12 
3 

2 
6 
8 
3 
12 
3 

34 34 34 33 34 
MDA 
MDC 
MDE 
MDK 
MDM 
MDR 
MDS 
MDV 
MWI 

0 
6 
9 
32 
e 
25 
5 
1 
6 

0 
6 
9 
31 
7 
25 
5 
2 
6 

0 
6 
9 
31 
7 
23 
5 
2 
6 

2 
6 
9 
32 
S 
24 
5 
2 
5 

2 
6 
9 
30 
6 
25 
5 
2 
5 

93 91 88 89 89 
MWA 
MWC 
MWL 
MWM 
MWP 
MWS 

3 
2 
2 
1 

17 
3 

3 
2 
2 
1 
17 
3 

3 
2 
2 
1 
17 
4 

3 
2 
2 
1 

17 
4 

3 
2 
2 
1 

17 
4 

28 28 29 28 29 
General Accounting MAA 2 
General Accounting MAB 4 
General Accounting MAG 3 
General Accounting MAP 1 
General Accounting MAX 3 

13 13 12 14 14 
MGA 
MGB 
MGC 
MGD 
MGE 
MGK 
MGM 

11 
10 
0 
23 
10 
21 
30 

11 
10 
0 

24 
10 
21 
30 

10 
10 
3 
21 
10 
21 
30 

11 
10 
2 
21 
10 
21 
29 

11 
10 
3 

21 
11 
23 
30 

1 
0 
0 
0 
0 
(2) 
0 

Notes: 

1. Above includes Company temps but excludes agency temps. 

2. Sub'totals and totals are calculated using a 13-month averaging fomtula. 

(F) 
Average 
Budget 

2006 
4 
1 
2 
4 

11 
3 
6 
8 
4 
13 
4 
39 
2 
6 
9 
36 
7 

25 
5 
2 
7 

98 
3 
2 
2 
1 
17 
4 

29 

15 
12 
10 
3 

21 
11 
21 
30 

(G) 

Increase 

0 
0 
0 
0 

0 
0 
1 
1 
0 
2 
1 
1 

(H) 
Average 
Budget 

2007 
4 
1 
2 
4 
11 
3 
7 
8 
5 
13 
4 

40 
2 
6 
10 
37 
7 
27 
6 
3 
6 

104 
3 
2 
2 
1 
18 
5 

31 

15 
12 
11 
3 
21 
12 
21 
30 

Power Supply 
President's Office 
President's Office 
Totals 

M9P 
105 
2 
2 

284 

106 
1 
1 

281 

106 
1 
1 

280 

105 
1 
1 

280 

109 
1 
1 

285 

0) 
0 
0 
14 

108 
1 
1 

300 

2 
0 
0 
11 

110 
1 
1 

311 

{") 
Yearend 
Budget 

11 
3 
6 
8 
5 
13 
4 
39 

2 
S 
9 
36 
7 

25 
5 
2 
7 
99 
3 
2 
2 
1 
17 
4 
29 

15 
12 
10 
3 
21 
11 
21 
30 

108 

302 

(J) 

Increase 
fPecrease) 

0 
0 
0 
0 

0 
0 
1 
1 
0 
2 
1 
1 

10 

(K) 
Yearend 
Budget 

2007 
4 
1 
2 
4 
11 
3 
7 
8 
5 
13 
4 

40 
2 
6 
10 
37 
7 

27 
6 
3 
6 

104 
3 
2 
2 
1 
18 
5 

31 

15 
12 
11 
3 
21 
12 
21 
30 
110 

312 

o s: o 
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Maui Electric Company, Ltd. 

Average Annual Employee Counts {13-Month Averages) • MOLOKAI AND LANAI 
2001 - 2007 

Dept 

MOLOKAI 

Customer Service 
T&D 
Power Supply 
Totals 

EA 

MCT 
MDT 
MGT 

(A) 

2001 

4 
5 
7 
16 

(B) 

2002 

3 
5 
7 
15 

(C) 

Recorded Average 
2003 

3 
4 
7 
14 

(D) 

2004 

3 
4 
7 
14 

(E) 

2005 

3 
4 
7 
14 

Increase 
CDecrease) 

0 
0 
0 
0 

(F) 
Average 
Budget 

2006 

3 
4 
7 
14 

(G) 

Increase 
^Decrease) 

0 
0 
0 
0 

(H) 
Average 
Budget 

2p07 

3 
4 
7 
14 

(0 
Yearend 
Budget 

2006 

3 
4 
7 
14 

(J) 

Increase 
(Decrease! 

0 
0 
0 
0 

(K) 
Yearend 
Budget 

2007 

3 
4 
7 
14 

LANAI 

T&D 
Power Supply 

MDL 
MGL 

Totals 10 

3 
5 
8 

0 
1 
1 

3 
6 
9 

Notes: 
1. Above includes Company temps but excludes agency temps. 

2. Sub-totals and totals are calculated using a 13-month averaging formula. 
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Maul Electric Company, Ltd. 
Averags Annual Employee Counts (13-Month Averages) -TOTAL COMPANY 
Test Year 2007 

Power Supply 

PrestdenfB Off ice 
PmidenCB OfHce 

Totals 

MOP 
120 

1 
1 

324 

123 

1 

1 
335 

123 
1 
1 

33S 

123 

1 
1 

335 

123 
1 
1 

336 

123 

1 

1 
335 

123 

1 
1 

335 

123 
1 
1 

335 

123 
1 
1 

335 

123 
1 
1 

335 

123 
1 
1 

335 

123 
1 
1 

335 

123 
1 
1 

335 

Note*: 
1 . AlMve includes Company temps but excludes agency temps. 
2. Sub-totals and totals are calculated us ing a 13-month averaging formula. 

D«Dt 
Administrat ion 
Administrat ion 
Administrat ion 
Administrat ion 
Administrat ion 
Customer Service 
Customor Service 
Customer Service 
Customer Service 
Customer Sarvice 
Customer Service 

Customer Service 
Customer Service 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
T&D 
Englrteering 
Engineering 
Engineering 
Engirreering 
Engineering 
Engineering 
Engineering 

General Account ing 
Genera) Account ing 
General Account ing 
General Account ing 
General Account ing 
General Account ing 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 
Power Supply 

RA 
MSA 

MSC 
MSP 
MSS 

MCA 
MCF 
MCM 
MCN 
MCR 
MCT 
MCZ 

MDA 
MDC 
MDE 
MDK 
MDL 
MOM 
MDR 
MDS 
MDT 
MDV 
M W 

MWA 
MWC 
MWL 
MWM 
MWP 
MWS 

MAA 
MAB 
MAG 
MAP 
MAX 

MGA 
MGB 
MGC 
MGD 
MGE 
MGK 
MGL 
MGM 
MGT 

(A) 

BUDGET 
2006 
PEC 

4 
1 
2 
4 

11 
3 
6 
8 
5 

13 
3 
4 

42 
2 
6 
9 
36 
3 
7 

25 
5 
4 
2 
7 

106 
3 
2 
2 
1 
17 
4 

29 
3 
4 
3 
1 
4 
15 
12 
10 
3 

21 
11 
21 
5 

30 
7 

(B) 

JAN 

4 
1 
2 
4 
11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 
10 

37 
3 
7 

27 

6 
4 
3 
6 

111 
3 
2 
2 
1 

18 
5 

31 
3 
4 
3 
1 
4 

15 
12 
11 
3 

21 
12 
21 
6 

30 
T 

(C) 

4 

1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 
21 
6 

30 

7 

(D) 

M ^ 
4 
1 
2 
4 
11 
3 
7 
6 
5 

13 
3 
4 

43 

2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

18 
5 

31 
3 
4 
3 
1 
4 

15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

(E) 

API^ 
4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 
10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

16 
5 

31 
3 
4 
3 
1 
4 

15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

(F) (G) (H) (1) 

TEST YEAR 2007 BUDGET 

MAY 
4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 

15 
12 
11 
3 

21 
12 
21 
6 

30 

7 

gUN 
4 
1 
2 
4 

11 
3 
7 
8 
5 
13 
3 
4 

43 
2 
6 
10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

18 
5 

31 
3 
4 
3 
1 
4 
IS 
12 
11 
3 

21 
12 
21 
6 

30 

7 

4 
1 
2 
4 
11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
5 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

AM<S 
4 
1 

2 
4 

11 

3 
7 
8 
5 

13 
3 
4 

43 
2 
6 
10 
37 

3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

16 
5 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

(J) 

9PP 
4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 

15 

12 
11 
3 

21 
12 
21 
6 

30 
7 

(K) 

PCT 

4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 

15 
12 
11 
3 

21 
12 
21 
6 

30 
7 

IL) 

NpV 
4 
1 
2 
4 

11 
3 
7 
8 
5 

13 
3 
4 

43 
2 
6 

10 
37 
3 
7 

27 
6 
4 

3 
6 

111 
3 
2 
2 
1 
18 
S 

31 
3 
4 
3 
1 
4 
IS 
12 
11 
3 

21 
12 
21 
6 

30 
7 

(M) 

DEQ 
4 
1 
2 
4 
11 
3 
7 
8 

5 
13 
3 
4 

43 
2 
6 
10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 
18 
5 

31 
3 
4 
3 
1 
4 
15 
12 
11 
3 

21 
12 

21 
6 

30 
7 

Average 

Budgel 
2007 

Sum (AHM> 
/13 

4 
1 
2 
4 
11 
3 
7 
8 
5 
13 
3 
4 

43 
2 
6 
10 
37 
3 
7 

27 
6 
4 
3 
6 

111 
3 
2 
2 
1 

18 
5 

31 
3 
4 
3 
1 
4 
IS 
12 
11 
3 

21 
12 
21 
6 

30 
7 

123 

334 
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Maui Electric TOmpany, Ltd 
President's Office 

9P 
Emp Count: 1 

2006 Budgeted Yearend EE Count 
Total Emp Count 324 

Accounting Dept, 
Total 

Emp Count: 15 

Administration 
AA 

Emp Count: 3 

Budgets 
AB 

Emp Count: 4 

General Acctg 
AG 

Emp Count: 3 

Purchasing 
AP 

Emp Count: 1 

Taxes & Depreciation 
AX 

Emp Count: 4 

Administration Dept. 
Tota! 

Emp Count 11 

Administration 
SA 

Emp Count.- 4 

Consumier Services 
SC 

Emp Count; 1 

Human Resources 
SP 

Emp Count: 2 

Safety 
SS 

Emp Count: 4 

Customer Service 
Dept. - Total 

Emp Count: 42 

Administration 
CA 

Emp Count: 3 

Field Sen/ices 
CF 

Emp Count 6 

Meter Reading 
CM 

Emp Count: 8 

Mariietlng 
CN 

Emp Count: 5 

Clerical 
CR 

Emp Count: 13 

Molokai 
CT 

Emp Count; 3 

IRP 
CZ 

Emp Count: 4 

Engineering Dept. 
Total 

Emp Count: 29 

Administration 
WA . 

Emp Count 3 j 

1 

Clerical 
WC 

Emp Count 2 

Land 
WL 

Emp Count 2 

Mapping 

Emp Count l 

Planning 
WP 

Emp Count: 17 

Staff 
WS 

Emp Count: 4 

T& D Dept. 
Total 

Emp Count 106 

Administration I 
DA L 

Emp Count: 2 

Communications 
DC 

Emp Count 6 

Maintenance 
DE 

Emp Count: 9 

Construction 
DK 

Emp Count 36 

Lanai 
DL 

Emp Count: 3 

Operations 
DR 

Emp Count 25 

Stores 
DS 

Emp Count: S 

Molokai 
DT 

Emp Count 4 

Vehicles 
DV 

Emp Count 2 

Meter ! 
DM j — 

Emp Count: 7 1 

Information Services 
Wl 

Emp Count: 7 

Power Supply Dept. 
Total 

Emp Count 120 

Administration 
GA 

Emp Count 12 

Maintenance 
GB 

Emp Count: 10 

ComtHned Cycle 
GC 

Emp Count 3 

Maintenance 
GD 

Emp Count: 21 

Electrical 
GE 

Emp Count 11 

Operations 
GK 

Emp Count 21 

Lanai 
GL 

Emp Count 5 

Operations 
GM 

Emp Count 30 

Molokai 
GT 

Emp Count; 7 

O 

? 
P 3 O 
^ O -t-

ts3 
O 
o 
as 
I 

o 
UJ 
CO 



Maui Electric^ompany, Ltd 
President's Office 

9P 
Emp Count: 1 

2006 Budgeted Yearend EE Count 
Total Maui 302 

Accounting Dept 
Total 

Emp Count 15 

Administration 
AA 

Emp Count: 3 

Budgets 
AB 

Emp Count: 4 

General Acctg 
AG 

Emp Count 3 

Purchasing 
AP 

Emp Count 1 

I Taxes & Depreciation 
I AX 

Emp Count: 4 

Administration Dept. 
Total 

Emp Count n 

Administration 
SA 

Emp Count 4 

Consurmer Senrices 
SC 

Emp Count 1 

Human Resources 
SP 

Emp Count: 2 

Safety 
SS 

Emp Count 4 

Customer Service 
Dept. - Total 

Emp Count 39 

Administration 
CA 

Emp Count 3 

Field Serw:es 
CF 

Emp Count 6 

Meter Reading 
CM 

Emp Count: 6 

Marketing 
CN 

Emp Count 5 

Clerical 
CR 

Emp Count 13 

IRP 
C2 

Emp Count: 4 

Engineering Dept 
Total 

Emp Count 29 

Administration 
I WA 
I Emp Count 3 

Clerical 
WC 

Emp Count; 2 

Land 
WL 

Emp Count 2 

Mapping 
WM 

Emp Count 1 

Planning 
WP 

Emp Count 17 

Staff 
WS 

Emp Count 4 

T& D Dept 
Total 

Emp Count 99 

Administration 
DA 

Emp Count 2 

Communications ! 
DC 'r 

Maintenance ! 
DE [ 

Emp Count 9 j 

Constnjction 
DK 

Emp Count: 36 

Meter 
DM 

Emp Count; 7 

Operations 
DR 

Emp Count 25 

Stores 
DS 

Emp Count 5 

Veiiicles 
DV 

Emp Count: 2 

Information Services 
Wl 

Emp Count: 7 

Pourer Supply Dept 
Tolal 

Emp Count 109 

Administietibn 
GA 

Emp Count 12 

Maintenance 
GB 

Emp Count 10 

Combined Cycle 
GC 

Emp Count: 3 

Maintenance 
GO 

Emp Count 21 

Electiical 
GE 

Emp Count n 

Operations 
GK 

Emp Count 21 

Operations 
GM 

Emp Count: 30 
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Maui Electric Company, Ltd 

1 Customer Service | 
1 Molokai • CT 
i Emp Count; 3 i 

Molokai Division 
Emp Count: 14 

T&D j 
Molokai - DT 

Emp Count: 4 

Power Supply 
Molokai - GT 
Emp Count 7 

2006 Budgeted Yearend EE Count 
Total Motokal 14 
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Maui Electric Company, Ltd 

TAD 
Lanai - DL 

Emp Count: 3 j 

Lanai Division 
Emp Count 8 

Power Supply 
Lanai - GL 

Emp Count; 5 

2006 Budgeted Yearend EE Count 
Total Lanai 8 
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Maui Electric^ompany, Ltd 
President's Office 

9P 
Emp Count: 1 

2007 Est imated Yearend EE Count 
Total Emp Coun t 335 

Accounting Dept-
Total 

Emp Count 15 

Administration 
AA 

Emp Count: 3 

Budgets 
AB 

Emp Count: 4 

General Acctg 
AG 

Emp Count 3 

Purchasing 
AP 

Emp Count 1 

Taxes S Depredation 
AX 

Emp Count 4 

Administration Dept. 
Tota! 

Emp Count: 11 

Administration 
SA 

Emp Count; A 

Consurmer Sen/ices 
SC 

Emp Count; 1 

Human Resources 
SP 

Emp Count: 2 

Safety 
SS 

Emp Count: 4 

Cuslomer Service 
Dept. - Total 

Emp Count: 43 

Administration 
CA 

Emp Count; 3 

Field Services 
CF 

Emp Count; 7 

Meter Reading 
CKfl 

Emp Count: 6 

Mariteting 
CN 

Emp Count 5 

Clerical 
CR 

Emp Count 13 

IRP 
CZ 

Emp Count 4 

Motokai 
CT 

Emp Count 3 

Engineering Dept | 
Total ^ 

Emp Count: 31 

Administration 
WA 

Emp Count 3 

Clerical 
WC 

Emp Count: 2 

Land 
WL 

Emp Count 2 

Mappir^ 
VJM 

Emp Cwjnt: 1 

Planning 
WP 

Emp Count 18 

Staff I 
WS 

Emp Count: 5 J 

TS D Dept. 
Totai 

Emp Count: 111 

i Administration 
I DA 
j Emp Count: 2 

Cc»nmunications 
DC 

Emp Count 6 

Maintenance 
DE 

Emp Count; 10 

Construction 
DK 

Emp Count 37 

Lanai 
DL 

Emp Count 3 

Meter 
DM 

Emp Count: 7 r 
operations 

DR 
Emp Count 27 

Stores 
DS 

Emp Count 6 

Motokal 
DT 

Emp Count 4 

Vehides 
DV 

Emp Count 3 

Information Services 
W! 

Emp Count 6 

Power Supply Dept. 
Total 

Emp Count 123 

Administratimi 
GA 

Emp Count 12 

Maintenance 
GB 

Emp Count 11 

Combined Cyde 
GC 

Emp Count 3 

Maintenance 
GD 

Emp Count: 21 

Electrical 
GE 

Emp Count 12 

operations 
GK 

Emp Count: 21 

Lanai 
GL 

Emp Count 6 

Operalions 
GM 

Emp Count 30 

Motokai 
GT 

Emp Count: 7 
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Accounting Dept. 
Total 

Emp Count 15 

1 Administration 
AA 

Emp Count 3 

Budgets 
AB 

Emp Count 4 

General Acctg 
AG 

Emp Count: 3 

Purchasing 
AP 

Emp Count l 

Taxes & Depredation 
AX 

Emp Count 4 

Maui Electnc wmpany , Ltd 

Administration Dept. 
Tolal 

Emp Count 11 

Administration 
SA 

Emp Count 4 

Consurnwr Services 
SC 

Emp Count 1 

Human Resources 
SP 

Emp Count: 2 

Safisty 
SS 

Emp Count 4 

President's OfRoe 
Emp Count: 1 

Customer Sennoe 
Dept. - Total 

Emp Count 40 

Administration 
CA 

EmpCourrt; 3 

Field Services 
CF 

Emp Count 7 

Meter Reading 
CM 

Emp Count 8 

Mariceting 
CN 

Emp Count; 5 

Clerical 
CR 

En^ Count 13 

IRP 
CZ 

Emp Count 4 

Engineering Dept. 
Total 

Emp Count 31 

Clerical 
WC 

Emp Count 2 

Land 
WL 

Emp Count 2 

Mapping 

Emp Count 1 

Planning 
WP 

Emp Count 18 

Staff 
WS 

Administration 
WA 

Emp Count 3 

Emp Count: 5 j 

T& D Dept 
Total 

Emp Count 104 

Administi^tion 
DA 

Emp Count; 2 

Communications 
DC 

Emp Count: 6 

Maintenance 
DE 

Emp Count 10 

Construction 
DK 

Emp Count 37 

Meter 
DM 

Emp Count 7 

Operations 
DR 

Emp Count 27 

Stores 
DS 

Emp Count 6 
L 

Vehides 
DV 

Emp Count: 3 

Information Services 
Wl 

Emp Count 6 

2007 Est imated Yearend EE Count 
Total Maul 312 

Power Supply Dept. 
Total 

Emp Count: 110 

Administration 
GA 

Emp Count 12 

Maintenance 
GB 

Emp Count 11 

Combined Cyde 
GC 

Emp Count: 3 

Maintenance 
GD 

Emp Count 21 

Eledrical 
GE 

Emp Count 12 

Operations 
GK 

Emp Count 21 

Operatitms 
GM 

Emp Count 30 

O Z O 

t o 
O 
O 
as 

i 
LO 
00 
- 4 



Maui Electric mmpany, Ltd 
Molokai Division 
Emp Count: 14 

1 Customer Senrice 
\ Molokai - CT 
I Emp Count; 3 

2007 Estimated Yearend EE Count 
Total Moiokat 14 

T&D \ 
Molokai-DT j 

Emp Count 4 

Power Supply 
Molokai - GT 

Emp Count 7 
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Maui Electric TOmpany, Ltd 

T&D j 
Lanai - DL 

Emp Count: 3 | 

Lanai Division 
Emp Count 9 

I 

1 

Power Supply 
Lanai - GL 

Emp Count 6 

2007 Estiniated Yearend EE Count 
Tota) Lanai 9 
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MAU! ELECTRIC COMPANY, LTD. 
OVERTIME HOURS AND OVERTIME PERCENTAGE BASED ON HOURS - TOTAL COMPANY 

2001 - 2005 ACTUAL; 2006 - 2007 BUDGET 

2001 ACTUAL 2002 ACTUAL 2003 ACTUAL 2004 ACTUAL 

President's Office 

Accounting 

Customer Service 

Distribution 

Production 

Administration 

Engineering 

TOTAL COMPANY 

Base Overtime % 
Hours Hours Overtime 

4,160 

26,168 

79,150 

209,700 

245.326 

20,107 

58,353 

0 

17 

542 

34,609 

32,077 

188 

1,366 

0.0% 

0.1% 

0.7% 

16.5% 

13.1% 

0.9% 

2.3% 

Base Overtime Vo 
Hours Hours Overtime 

2.183 

26,027 

77,889 

205,836 

244,565 

20.396 

56,975 

0 

40 

565 

14,901 

28,749 

158 

23 

0.0% 

0.2% 

0.7% 

7.2% 

11.8% 

0.8% 

0.0% 

Base Overtime % 
Hours Hours Overtime 

2,080 

25,431 

76,743 

199,614 

245,255 

20.809 

59.891 

0 

57 

947 

32,834 

30,217 

114 

868 

0.0% 

0.2% 

1.2% 

16.4% 

12.3% 

0.5% 

1.4% 

Base Overtime % 
Hours Hours Overtime 

2.080 

28,556 

74,717 

199,190 

239,958 

21.195 

59,190 

0 

462 

2,031 

41.992 

36.707 

238 

2,702 

0.0% 

1.6% 

2.7% 

21.1% 

15.3% 

1.1% 

4.6% 

642,964 68.799 10J% 633,873 44.437 7.0% 629.823 65.036 10.3% 624,885 84,132 13.5% 

2005 ACTUAL 2006 BUDGET 2007 BUDGET 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

President's Office 

Accounting 

Customer Service 

Distribution 

Production 

Administration 

Engineering 

TOTAL COMPANY 

SOURCE: 
Payroll Recap Report, 

2,080 

28,936 

75,717 

200,235 

247,211 

21,506 

59.802 

635,488 

2001 - 2005 

0 

32 

2,133 

40,429 

36.010 

80 

2.193 

80,877 

0.0% 

0.1% 

2.8% 

20.2% 

14.6% 

0.4% 

3.7% 

12.7% 

2.080 

31,200 

87.360 

220,480 

249,600 

22,880 

60.320 

673.920 

0 

0 

5.192 

23,664 

26,698 

636 

8,325 

64.515 

0.0% 

0.0% 

5.9% 

10.7% 

10.7% 

2.8% 

13.8% 

9.6% 

2.088 

31,320 

89.784 

231,768 

256,824 

22,968 

64,728 

699,480 

0 

61 

9.660 

18,351 

27,142 

932 

11,625 

67.771 

0.0% 

0.2% 

10.8% 

7.9% 

10.6% 

4.1% 

18.0% 

9.7% 
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President's Office 

Accounting 

Customer Service 

Distribution 

Production 

Administration 

Engineering 

TOTAL MAUI 

MAUI ELECTRIC COMPANY, LTD. 
OVERTIME HOURS AND OVERTIME PERCENTAGE BASED ON HOURS - MAUI ONLY 

2001 - 2005 ACTUAL; 2006 - 2007 BUDGET 

2001 ACTUAL 2002 ACTUAL 2003 ACTUAL 2004 ACTUAL 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

4,160 

26,168 

70,829 

192,971 

216.778 

20,107 

58.353 

0 

17 

524 

33,398 

29.524 

186 

1.366 

0.0% 

0.1% 

0.7% 

17.3% 

13.6% 

0.9% 

2.3% 

2.183 

26,027 

70,601 

189.236 

217.916 

20.396 

56,975 

0 

40 

539 

13.496 

26.181 

158 

23 

0.0% 

0.2% 

0.8% 

7.1% 

12.0% 

0.8% 

0.0% 

2,080 

25,431 

70,503 

184,717 

220.788 

20,809 

59.891 

0 

57 

887 

30.590 

26,817 

114 

868 

0.0% 

0.2% 

1.3% 

16.6% 

12.1% 

0.5% 

1.4% 

2,080 

28.556 

68.477 

184.693 

215.418 

21.195 

59,190 

0 

462 

1,922 

39,960 

32.841 

238 

2,702 

0.0% 

1.6% 

2.8% 

21.6% 

15.2% 

1.1% 

4.6% 

589.365 65.017 11.0% 583.335 40,437 6.9% 584.219 59.331 10.2% 579.608 78.125 13.5% 

2005 ACTUAL 2006 BUDGET 2007 BUDGET 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

Base Overtime % 
Hours Hours Overtime 

President's Office 

Accountirig 

Customer Service 

Distribution 

Pnjduction 

Administration 

Engineering 

TOTAL MAUI 

SOURCE: 

2,080 

28.936 

69,477 

185,779 

222,225 

21.506 

59.802 

589,806 

Payroll Recap Report, 2001 - 2005 

0 

32 

1,967 

38.467 

32,495 

80 

2.193 

75,233 

0.0% 

0.1% 

2.8% 

20.7% 

14.6% 

0.4% 

3.7% 

12.8% 

2.080 

31,200 

81,120 

205,920 

224.640 

22,880 

60,320 

628,160 

0 

0 

5,112 

23,079 

24.372 

636 

8,325 

61,524 

0.0% 

0.0% 

6.3% 

11.2% 

10.8% 

2.8% 

13.8% 

9.8% 

2,088 

31.320 

83.520 

217,152 

229.680 

22,968 

64.728 

651,456 

0 

61 

9,460 

15.890 

24.924 

932 

11,625 

62.892 

0.0% 

0.2% 

11.3% 

7.3% 

10.9% 

4.1% 

18.0% 
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MAUI ELECTRIC COMPANY, LTD. 
OVERTIME HOURS AND OVERTIME PERCENTAGE BASED ON HOURS - MOLOKAI ONLY 

2001 • 2005 ACTUAL; 2006 - 2007 BUDGET 

Customer Service 

Distribution 

Production 

TOTAL MOLOKAI 

Customer Service 

Distribution 

Production 

TOTAL MOLOKAI 

2001 ACTUAL 

Base 
Hours 

8,321 

10,700 

14.558 

33,579 

Overtime % 
Hours Overtime 

18 0.2% 

525 4.9% 

679 4.7% 

1.221 

2005 ACTUAL 

Base 
Hours 

6,240 

8,216 

14,622 

29.078 

3.6% 

Overtime % 
Hours Overtime 

167 

720 

1.887 

2.774 

2.7% 

8.8% 

12.9% 

9.5% 

2002 ACTUAL 

Base Overtime % 
Hours Hours Overtime 

7.288 26 0.4% 

10.400 633 6.1% 

14,713 798 5.4% 

32.401 1.457 4.5% 

2006 BUDGET 

Base 
Hours 

6.240 

8.320 

14.560 

29,120 

Overtime % 
Hours Overtime 

80 1.3% 

-399 -4.8% 

1.024 7.0% 

705 2.4% 

2003 ACTUAL 

Base 
Hours 

6,240 

8.657 

14,076 

28.973 

Overtime % 
Hours Overtime 

60 

1.056 

1,826 

2,942 

2007 BUDGET 

Base 
Hours 

6.264 

8,352 

16,704 

31,320 

1.0% 

12.2% 

13.0% 

10.2% 

Overtime % 
Hours Overtime 

200 3.2% 

1.589 19.0% 

-1,070 -6.4% 

719 2.3% 

2004 ACTUAL 

Base 
Hours 

6,240 

8.257 

14,164 

28.661 

Overtime % 
Hours Overtime 

109 1.8% 

913 11.1% 

2,097 14.8% 

3,119 10.9% 

SOURCE: 
Payroll Recap Report, 2001 - 2005 
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MAUI ELECTRIC COMPANY, LTD. 
OVERTIME HOURS AND OVERTIME PERCENTAGE BASED ON HOURS - LANAI ONLY 

2001 - 2005 ACTUAL; 2006 - 2007 BUDGET 

2001 ACTUAL 2002 ACTUAL 2003 ACTUAL 2004 ACTUAL 

Distribution 

Production 

TOTAL LANAI 

Distribution 

Production 

TOTAL LANAI 

Base 
Hours 

6.029 

13,990 

20,019 

Overtime 
Hours 

687 

1.874 

2,561 

% 
Overtime 

114% 

13.4% 

12.8% 

2005 ACTUAL 

Base 
Hours 

6,241 

10.364 

16,605 

Overtime 
Hours 

1.242 

1,629 

2,871 

% 
Overtime 

19.9% 

15.7% 

17.3% 

Base 
Hours 

6,200 

11.936 

18.136 

Overtime 
Hours 

773 

1,770 

2,543 

% 
Overtime 

12.5% 

14.8% 

14.0% 

2006 BUDGET 

Base 
Hours 

6.240 

10.400 

16.640 

Overtime 
Hours 

964 

1.302 

2,286 

% 
Overtime 

15.8% 

12.5% 

13.7% 

Base 
Hours 

6,240 

10.392 

16,632 

Overtime 
Hours 

1,189 

1.574 

2,763 

% 
Overtime 

19.1% 

15.1% 

16.6% 

2007 BUDGET 

Base 
Hours 

6,264 

10.440 

16,704 

Overtime 
Hours 

872 

3,288 

4,160 

% 
Overtime 

13.9% 

31.5% 

24.9% 

Base Overtime % 
Hours Hours Overtime 

6.240 

10,376 

1.120 

1.768 

16,616 2.888 

17.9% 

17.0% 

17.4% 

SOURCE: 
Payroll Recap Report, 2001 - 2005 
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MECO T-12 
DOCKET NO. 2006-0387 

TESTIMONY OF 
LYLE J. MATSUNAGA 

MANAGER, ACCOUNTING 
MAUI ELECTRIC COMPANY, LIMITED 

Subject: Depreciation Expense and 
Accumulated Depreciation 



MECO T-12 
DOCKET NO. 2006-0387 
PAGE 1 OF 15 

1 INTRODUCTION 

2 Q. Please state your name and business address. 

3 A. My name is Lyle J. Matsunaga and my business address is 210 West Kamehameha 

4 Avenue, Kahului, Hawaii. 

5 Q. By whom are you employed and in what capacity? 

6 A. I am employed by Maui Electric Company, Limited ("MECO" or "Company") and my 

7 title is Manager of Accounting. My educational background and experience are shown 

8 inMECO-1200. 

9 Q. What is your area of responsibility in this proceeding? 

10 A. My testimony herein will cover the following areas for MECO's 2007 test year: 

11 1) Depreciation expense, and 

12 2) Accumulated depreciation. 

13 Q. Do you have other areas of responsibility in this proceeding? 

14 A. Yes, I am also MECO's witness for Administrative and General Expenses and Certain 

15 Accounting Matters in MECO T-9. 

16 

17 DEPRECIATION EXPENSE 

18 Q. What is the estimated amount of depreciation expense for the 2007 test year? 

19 A. The estimated test year 2007 depreciation expense for total MECO is $28,872,000, 

20 comprised of $26,597,000 for Maui, $1,244,000 for Lanai and $1,031,000 for Molokai 

21 as shown in MECO-1201. 

22 Q. What is the definition of "depreciation"? 

23 A. The definition of depreciation can be found in the National Association of Regulatory 

24 Utility Commissioners Uniform System of Accounts for Class A and B Electric 

25 Utilities ("NARUC USOA"), which the Commission has directed MECO to follow. 

26 According to the NARUC USOA (see page 1 of the "Definitions" section), 



MECO T-12 
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1 depreciation, as applied to depreciable utility plant, means the loss in service value not 

2 restored by current maintenance, incurred in connection with the consumption or 

3 prospective retirement of utility plant in the course of service from causes which are 

4 known to be in currenl operation and against which the utility is nol protected by 

5 insurance. Among the causes to be given consideration are wear and tear, decay, 

6 action of the elements, inadequacy, obsolescence, changes in the art, changes in 

7 demand and requirements of public authorities. 

8 Q. How is depreciation expense applied in rate proceedings, including this instant 

9 proceeding? 

10 A. Depreciation expense is an operating expense that is deducted from operating revenues 

11 in the calculation of operating income for the test year. 

12 Q. How was the test year depreciation expense estimate calculated? 

13 A. The 2007 test year depreciation expense estimate was calculated by first determining 

14 the estimated test year depreciation accrual and then adjusting for the following items 

15 which are discussed in more detail later in this testimony: 

16 1) Vehicle depreciation, 

17 2) Contributions in Aid of Construction (CIAC) amortization, 

18 3) Federal investment tax credit amortization, and 

19 4) Amortization of net regulatory assets and liabilities related to Statement of 

20 Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes. 

21 Q. How was the test year depreciation accrual determined? 

22 A. The 2007 test year depreciation accrual estimate was determined by multiplying the 

23 forecasted depreciable utility plant base as of January 1, 2007, with the Commission 

24 approved depreciation rates as shown in MECO-WP-1201. 

25 Q. How was the lest year depreciable utility plant base determined? 

26 A. The 2007 test year depreciable utility plant base was determined by calculating the 
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1 beginning of the year balance for gross plant in service, and then adjusting the balance 

2 to exclude balances for nondepreciable accounts (e.g., land) and fully depreciated 

3 accounts. 

4 Q. What are the Commission approved depreciation rates? 

5 A. The Commission approved depreciation rates are the rates resulting from the 

6 Company's last Commission approved depreciation study, i.e. the 1986 study. The 

7 study was approved by the Commission in Docket No. 5750, Decision and Order No. 

8 9717 issued on April 8, 1988 (as amended by Decision and Order No. 9812 issued on 

9 June 29, 1988). 

10 Q. Whal are the Company's plans for conducting another depreciation study? 

11 A. MECO is currently conducting a depreciation study and intends to file the study with 

12 the Commission upon completion. 

13 Q. When does MECO expect to complete the depreciation study? 

14 A. MECO expects to complete the depreciation study in 2007. 

15 Q. With respect to this docket, what does MECO plan to do with the results of the 

16 currently on-going depreciation study? 

17 A. Based on when the study is completed and filed with the Commission, and the status 

18 of that filing, MECO will consider whether to use the depreciation rales resulting from 

19 the study in this proceeding. 

20 Q. What methodology was used in calculating the currenl Commission approved 

21 depreciation rates? 

22 A. The approved depreciation rates are based on the straight line remaining life method 

23 for calculating depreciation. 

24 Q. How are the approved depreciation rates applied in computing the test year estimate 

25 for the depreciation accrual? 

26 A. As shown in MECO-WP-1202, the approved depreciation rates were applied to the 
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1 2006 beginning of year depreciable plant balances by utility plant accounts lo calculate 

2 the 2006 depreciation accrual amounts. Sub-totals of the 2006 depreciation accrual 

3 amounts were then calculated by functional account groups. The functional account 

4 group sub-totals for the depreciation accrual were then divided by the 2006 beginning 

5 depreciable plant balance for the respective functional group to calculate a composite 

6 depreciation rate for each functional group. 

7 Q. Whal are the "functional account groups"? 

8 A. These are groupings made to segregate utility plant along functional lines of use as 

9 provided in the NARUC USOA. The five functional account groups are: (1) 

10 production; (2) transmission; (3) distribution; (4) general; and (5) vehicles. 

11 Q. Why is it necessary to calculate a composite depreciation rate for each functional 

12 accouni group rather than use individual depreciation rates on a plant account-by-plant 

13 accouni basis? 

14 A. The Company generally prepares its plant additions forecast on a specific project and 

15 blanket component basis as opposed to a plant account-by-plani accouni basis. (Note 

16 that the costs of specific projects and blanket components can be charged to more than 

17 one plant account or functional account group.) These plant additions forecasts are 

18 then summarized by functional accouni groups, and not by individual plant accounts. 

19 As such, it is necessary to convert the Commission approved depreciation rates, which 

20 are calculated by plant account, into composite rates by functional accouni groups in 

21 order to meaningfully calculate Ihe lest year estimate for the depreciation accrual. 

22 Q. How were the composite depreciation rates applied in determining the 2007 test year 

23 estimated depreciation accrual? 

24 A. The composite depreciation rates were applied to the forecasted 2007 beginning plant 

25 balances by functional account group to determine the estimated test year depreciation 

26 accrual, as shown in MECO-1203 and MECO-WP-1201. 
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1 Q. Whal adjustments were made to the test year depreciation accrual amount to determine 

2 depreciation expense? 

3 A. As noted earlier in this testimony, adjustments were made to the lesl year depreciation 

4 accrual estimate for the following: 

5 1) depreciation accrual for vehicles, adjustment of -$703,000; 

6 2) amortizationof CIAC, adjusiment of -$2,415,000; 

7 3) amortization of federal investment tax credits, adjusiment of-$214,000; and 

8 4) amortization of the net regulatory assets and liabilities relaled to SFAS 109, 

9 adjustment of -t-$485,000. 

10 These adjustments were netted against the depreciation accrual as shown in MECO-

11 1201. The net amount after applying these adjustments represents the 2007 test year 

12 estimate for depreciation expense of $28,872,000 for total MECO. 

13 

14 Q. Why is the annual depreciation accrual for vehicles subtracted from the total 

15 depreciation accrual in determining the amount of depreciation expense included in 

16 operating expenses? 

17 A. The annual vehicle depreciation accrual is subtracted because il is "cleared" (i.e., 

18 charged) to either capital projects or operation and maintenance ("O&M") projects or 

19 processes (e.g. the meter reading process) in which the vehicles are used. As a result, 

20 vehicle depreciation is included in either the Oc&M expenses for that particular O&M 

21 project or process, or in the subsequent depreciation expense with respect to the utility 

22 plant assets created by the capital projects to which the vehicle depreciation is charged. 

23 It is necessary, therefore, to subtract the annual vehicle depreciation accrual from the 

24 total depreciation accrual lo avoid double counting vehicle depreciation expense. 

25 Q. How was the estimated annual vehicle depreciation accrual for test year 2007 

26 determined? 
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1 A. The 2007 lesl year estimate for the vehicle depreciation accrual was determined in the 

2 same manner (as was explained earlier in this testimony) as the depreciation accrual 

3 for all other functional accouni groups. 

4 

5 Q. Why is the amortization of CIAC subtracted from the depreciation accrual? 

6 A. CIAC represents cash or in-kind properly contributions provided by customers to 

7 cover some or all of the cosls of certain specific projects. It is appropriate, therefore, 

8 to exclude from depreciation expense that portion of plant depreciation related to 

9 project costs covered by CIAC. This treatment is consistent with the methodology that 

10 was used in Docket No. 97-0346 and accepted by the Commission in amended 

11 Decision and Order No. 16922 (April 16, 1999) and used in Docket No. 96-0040 and 

12 accepted by the Commission in Decision and Order No. 16134 (December 23, 1997). 

13 Q. How was the amortization of CIAC calculated for test year 2007? 

14 A. The calculation of Ihe $2,415,000 lotal MECO test year 2007 estimate for the 

15 amortizafion of CIAC is shown in MECO-WP-1204. CIAC amounts are amortized 

16 over 30 years, beginning with the year following the year in which the CIAC is 

17 recorded. The calculation of the test year estimate starts with the estimated 

18 amortization amounts for pre-2005 vintage plant additions. The estimated 30-year 

19 amortization amounts for plant added in 2005 and in 2006 are then added to the pre-

20 2005 vintage amounts to arrive at the test year 2007 estimate. Ms. Annabel Arase 

21 discusses CIAC further in MECO T-14. 

22 Q. Why is the amortization of federal investment tax credits subtracted from the 

23 depreciation accrual? 

24 A. Under SFAS 109, deferred investment tax credits are considered reductions of the cost 

25 of the related asset. In order to recognize the effect on net operating income of this 

26 "reduction of the cost," the Company subtracts the investment tax credit amortization 
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1 from the depreciation accrual. This treatment is consistent with the treatment used in 

2 Docket No. 97-0346 and accepted by the Commission in amended Decision and Order 

3 No. 16922 (April 6, 1999) and used in Docket No. 96-0040 and accepted by the 

4 Commission in Decision and Order No. 16134 (December 23, 1997). Prior to SFAS 

5 109, the investment tax credit amortization was shown as a reduction lo estimated 

6 income tax expense. Mr. Lon Okada discusses the accounting for federal investment 

7 tax credit in MECO T-13. 

8 Q. Why is the depreciation accrual adjusted for the amortization of the net regulatory 

9 assets and liabilities related to SFAS 109? 

10 A. Under SFAS 109, the Company is required to treat as temporary book/tax differences 

11 ceriain items that were previously treated as permanent differences. The adjustment to 

12 depreciation expense is the mechanism by which the Company offsets the effect of the 

13 various gross-ups so that there is no effect on operating income. This adjustment is 

14 consistent with the method used in Docket No. 97-0346 and accepted by the 

15 Commission in amended Decision and Order No. 16922 (April 6, 1999) and used in 

16 Docket No. 96-0040 and accepted by the Commission in Decision and Order No. 

17 16134 (December 23, 1997). Prior to SFAS 109, the adjustment was applied against 

18 the income tax expense estimate. Mr. Lon Okada discusses the accounting for net 

19 regulatory assets and liabilities related to SFAS 109 in MECO T-13. 

20 Q. How does the 2007 test year estimate for depreciation expense compare with the actual 

21 amounts recorded in recent years? 

22 A. As shown in MECO-1201, the total MECO test year 2007 estimate for depreciation 

23 expense of $28,872,000 compares with prior year amounts as follows: 

24 Amount 

25 Year ($ Thousands) 

26 2001 Recorded $21,387 
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1 2002 Recorded 22,257 

2 2003 Recorded 23,140 

3 2004 Recorded 24,284 

4 2005 Recorded 25,000 

5 2006 Estimate 25,639 

6 2007 Test Year Estimate 28,872 

7 Q. Why is the $28,872,000 test year esfimate $3,872,000 higher than the $25,000,000 

8 recorded for 2005? 

9 A. The 2007 test year estimate is $3,872,000 higher than the 2005 recorded amount due 

10 primarily to: 

11 1. Higher depreciation accrual (+$4,147,000); 

12 2. Higher amortization of SFAS 109 net regulatory asset (-i-$393,000); 

13 3. Higher amortization of CIAC (-$663,000). 

14 1. Higher depreciation accrual ($4,147.000) 

15 Q. Why is the test year estimate for the depreciation accrual $4,147,000 higher than the 

16 2005 recorded accrual? 

17 A. The 2007 test year estimate for the depreciation accrual is $4,147,000 higher than the 

18 recorded 2005 accrual due mainly to (a) depreciation of $2,475,000 for Maalaea 18 

19 (added to utility plant in service in 2006); (b) depreciation of $ 1,247,000 for 2006 plant 

20 additions other than Maalaea 18; and (c) depreciation of $ 1,084,000 for 2005 plant 

21 additions. These increases are partially offset by a net decrease for other factors, 

22 including a $775,000 decrease for plant accounts that became fully depreciated in 2005 

23 (which would decrease the depreciation accrual for 2006 and 2007). 

24 2. Higher amortization of SFAS 109 net regulatory asset ($393.000) 

25 Q. Why is the estimated test year amortization of the SFAS 109 net regulatory asset 

26 $393,000 higher than the amortization recorded for 2005? 
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1 A. The estimated 2007 test year amortization of the SFAS 109 net regulatory asset is 

2 $393,000 higher than the recorded 2005 amortization due to a higher amortizable base 

3 projected for 2007, which is primarily the result of higher Allowance for Funds Used 

4 During Construction (AFUDC) amounts for 2005 and 2006. As noted eariier, Mr. Lon 

5 Okada discusses the accounting for net regulatory assets and liabilities relaled to SFAS 

6 109 in MECO T-13. 

7 3. Higher amorfizafion (credit) of CIAC -$663.000 

8 Q. Why is the test year estimate for the amortization of CIAC $663,000 higher than the 

9 recorded 2005 amortization? 

10 A. The 2007 test year estimate for the amortization of CIAC is a credit (negative) 

11 adjustment, i.e. is a subtraction from the depreciation accrual in arriving at depreciation 

12 expense. The test year 2007 estimated CIAC amortization is a $663,000 larger credit 

13 than the recorded 2005 amortization due to a higher projected amortizable balance as 

14 of January 1, 2007. The estimated January 1, 2007 balance includes projected cash and 

15 in-kind CIAC receipts, as well as transfers from customer advances for construction, 

16 for 2005 and 2006. As noted earlier, Ms. Annabel Arase discusses CIAC further in 

17 MECO T-14. 

18 ACCUMULATED DEPRECL\TION 

19 Q. What is the average amount of accumulated depreciation deducted in the calculation of 

20 rate base for the 2007 test year? 

21 A. The average amount of accumulated depreciation deducted in the calculation of rate 

22 base for the 2007 test year is $354,353,000 for total MECO, comprised of 

23 $323,681,000 for Maui, $14,315,000 for Lanai and $16,357,000 for Molokai as shown 

24 inMECO-1202. 

25 Q. What is "accumulated depreciation"? 

26 A. Accumulated depreciation is the cumulative total of annual depreciation accrual 
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1 amounts, after adjustments for retired assets. Note that part of the accumulated 

2 depreciation amount is reclassified as a "cost of removal regulatory liability" for 

3 financial reporting purposes, and part of the cost of removal regulatory liability could 

4 potentially be reclassified as an asset retirement obligation for financial reporting 

5 purposes. These reclassifications are discussed later in this testimony. 

6 Q. What is the treatment of accumulated depreciation in rale proceedings, including this 

7 instant proceeding? 

8 A. Accumulated depreciation (including the portion that is reclassified for financial 

9 reporting purposes) is deducted from the original cost of planl-in-service in 

10 determining the depreciated plant-in-service amount used in calculating rate base. 

11 Q. How does this treatment of accumulated depreciation compare with the treatmenl in 

12 MECO's last rale case? 

13 A. MECO's treatment of accumulated depreciation in this instant docket is the same as 

14 the treatment in Docket No. 97-0346, which was accepted by the Commission in 

15 amended Decision and Order No. 16822 (April 6, 1999). 

16 Q. How was the 2007 lesl year estimate of average accumulated depreciation calculated? 

17 A. The 2007 test year estimate of average accumulated depreciation was calculated by 

18 adding the estimated accumulated depreciation balances at the beginning and at the 

19 end of 2007 (after adjusting the balances to exclude amounts for the Lanai City Power 

20 Plant, which exclusion will be explained later), and dividing the lotal by two. This 

21 results in an average accumulated depreciation balance consistent with the Company's 

22 utilization of an average rate base for the test year. 

23 Q. How was the estimated beginning 2007 accumulated depreciation balance calculated? 

24 A. The January 1, 2007 balance was calculated as follows (see MECO-1202): 

25 1) Actual accumulated depreciafion balance at January 1, 2006 (including, as will be 

26 explained later in this testimony, that portion of the balance attributable to salvage 
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1 value in excess of the cost of removal that was reclassified for financial reporting 

2 purposes) 

3 2) Plus the estimated depreciation accrual for 2006 

4 3) Less estimated 2006 plant retirements 

5 4) Plus the estimated salvage value for 2006 plant retirements 

6 5) Less the estimated cost of removal for 2006 retirements. 

7 6) Plus transfers or other adjustments, if any. This represents transfers or other 

8 adjustments between divisions (for example Maui to Lanai) or transfers between 

9 ufility and non-utility plant accounts. 

10 Q. How was the estimated year end 2007 accumulated depreciation balance calculated? 

11 A. The December 31, 2007 balance was calculated as follows: 

12 1) Estimated accumulated depreciation balance at January 1, 2007 (including, as will 

13 be explained later in this testimony, that portion of the balance attributable to 

14 salvage value in excess of the cost of removal that would be reclassified for 

15 financial reporting purposes) 

16 2) Plus the estimated depreciation accrual for 2007 

17 3) Less estimated 2007 plant retirements 

18 4) Plus the estimated salvage value for 2007 plant retirements 

19 5) Less the estimated cost of removal for 2007 retirements. 

20 6) Plus transfers or other adjustments, if any. 

21 Q. What is the test year estimate for plant retirements? 

22 A. The 2007 test year estimate for plant refirements is $1,068,000 for total MECO, 

23 comprised of $1,018,000 for Maui, $6,000 for Lanai and $44,000 for Molokai, as 

24 shown in MECO-1202 and MECO-WP-1408. Ms. Annabel Arase discusses plant 

25 retirements further in MECO T-14. 

26 Q. What is the test year estimate for salvage value to be received for plant retirements? 
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1 A. The 2007 test year estimate of salvage value to be received for plant retirements is 

2 $58,000 for total MECO, comprised of $54,000 for Maui, $0 for Lanai and $4,000 for 

3 Molokai, as shown in MECO-1202. 

4 Q. How were the 2006 and test year 2007 estimates for salvage value determined? 

5 A. The Company examined the historical ratio of actual salvage value to retirements for 

6 all property over the last five completed years (2001 through 2005). A five-year 

7 simple average ratio was calculated and then multiplied by the estimated amount of 

8 retirements for 2006 and the 2007 test year to determine the estimated amount of 

9 salvage value for each year. These calculations are shown in MECO-WP-1205. 

10 Q. What is the test year estimate for cost of removal? 

11 A. The 2007 test year esfimate for cost of removal is $1,326,000 for total MECO, 

12 comprised of $1,232,000 for Maui, $54,000 for Lanai and $40,000 for Molokai, as 

13 shown inMECO-1202. 

14 Q. How were the 2006 and test year 2007 estimates of cost of removal determined? 

15 A. The 2006 and test year 2007 estimates for cost of removal were determined by the 

16 project managers and engineers for specific projects and programs in connection with 

17 Iheir preparation of the installation cost estimates for those projects and programs. 

18 Q. Why is the test year estimate for cost of removal reasonable? 

19 A. The 2007 test year estimate for the cost of removal is reasonable because it is based on 

20 cost estimates prepared by project managers and engineers for specific projects and 

21 programs in connection with their preparation of the installation cost estimates for 

22 those projects and programs. The project managers and engineers know about the 

23 plant and equipment that need to be removed, and the general level of effort that will 

24 be required for the removal. Further, as indicated in MECO-WP-1206, the $1,326,000 

25 test year estimate for cost of removal is 10.8% of the estimated installation costs for 

26 projects and programs which have removal costs. The 10.8% is consistent with the 
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1 10.0% actual historical average over the most recent five completed years (2001 

2 through 2005). 

3 Lanai City Power Plant Adiustment 

4 Q. What is the rate-making adjustment applied to the 2007 test year beginning of year and 

5 end of year balances for accumulated depreciation? 

6 A. The rate-making adjustment is to exclude the accumulated depreciation amounts for the 

7 Lanai City Power Plant. 

8 Q. Why were accumulated depreciation amounts for the Lanai City Power Plant excluded 

9 from the 2007 test year estimates? 

10 A. Accumulated depreciation amounts for the Lanai City Power Plant were excluded from 

11 the 2007 test year estimates based on the Company's agreement with the CA in prior 

12 MECO rate cases (Docket Nos. 97-0346, 96-0040 and 94-0345) to exclude the total nel 

13 book value of the Lanai City Power Plant from lest year depreciated plant-in-service. 

14 The Company also agreed lo exclude the depreciation related to the Lanai City Power 

15 Plant but to include the amortization of the net book value of those assets as of 

16 December 31, 1995 over a 7 year period. Accordingly, the test year 2007 beginning 

17 and ending utility plant in service and accumulated depreciation balances have been 

18 adjusted to exclude balances related to the Lanai City Power Plant. 

19 Q. Whal were the Lanai City Power Plant rale-making adjusiment amounts? 

20 A. The Lanai City Power Plant rate-making adjustment amounl of $240,000 reduced the 

21 estimated beginning and year end accumulated depreciation balances for lest year 

22 2007. 

23 Reclassificafions for Financial Reporting Purposes 

24 Q. What is the reclassificafion of the cost of removal regulatory liability for financial 

25 reporting purposes? 

26 A. In February 2004, the Securities and Exchange Commission (SEC) staff provided 
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1 guidance thai, beginning with financial statements for the year ended December 31, 

2 2003, the portion of the depreciation expense calculation designed lo recover fulure nel 

3 salvage (salvage value in excess of the cost of removal) should be classified as a 

4 regulatory liability. Based on the SEC staff guidance, MECO began reclassifying the 

5 estimated future net salvage portion of its accumulated depreciation balance as a 

6 regulatory liability, beginning with the December 31, 2003 balance. In addition, 

7 beginning in December 2005, MECO adopted the provisions of the Financial 

8 Accounting Standards Board (FASB) Inlerpretafion No. ("FIN") 47, "Accounting for 

9 Conditional Asset Retiremenl Obligation", which requires the recognition of a liability 

10 for the fair value of a legal obligation to perform assel-refirement activities (an asset 

11 retirement obligation, or "ARO"). The amounts that are reclassified from accumulated 

12 depreciation for financial reporting purposes are part of the depreciation rates and 

13 depreciation expense, and have been included as part of accumulated depreciation in 

14 the past. These amounts should continue to be included in depreciation expense and 

15 accumulated depreciation for determining revenue requiremenis. 

16 Q. What are the Company's estimated beginning and year end 2007 lesl year balances for 

17 its regulatory liability with respect to fulure net salvage included in accumulated 

18 depreciation? 

19 A. The estimated reclassification from accumulated depreciafion to regulatory liability for 

20 financial statement purposes is $32,290,000 at the beginning of the 2007 lest year and 

21 $35,053,000 al year end as shown in MECO-WP-1502. 

22 Q. What impact does this reclassification have on rale base? 

23 A. The reclassification has no effect on rate base. 

24 Q. Whal is the impact of the Company's adoption of FIN 47, "Accounting for Conditional 

25 Asset Retirement Obligations? 

26 A. There was no impact on the Company's financial statements as a result of adopting 
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1 FIN 47 and, as a result, there are no amounts to be reclassified from accumulated 

2 depreciation to regulatory liability for financial reporting purposes and for purposes of 

3 this proceeding. 

4 SUMMARY 

5 Q. Please summarize your depreciation testimony. 

6 A. My testimony covers (1) depreciation expense, which is a component of the 

7 Company's operating expenses and (2) the average accumulated depreciation balance, 

8 which is a reduction in the calculation of rate base. Depreciation expense for test year 

9 2007 is $28,872,000 for total MECO, comprised of $26,597,000 for Maui, $1,244,000 

10 for Lanai and $1,031,000 for Molokai. The average accumulated depreciation balance 

11 for test year 2007 is $354,353,000 for lolal MECO, comprised of $323,681,000 for 

12 Maui, $14,315,000 for Lanai and $16,357,000 for Molokai. 

13 Q. Does this conclude your tesfimony? 

14 A. Yes, it does. 
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Maui Electric Company, Limited 
Depreciation Expense 
For Years 2001-2007 

(In Thousands) 

(A) (B) (C) (D) (E) (F) (G) 

MAUI 
1 Depreciation Accrual {*) 
2 Vehicle Depreciation (') 
3 Amort of CIAC { " ) 
4 Amort of Federal ITC ("") 
5 Net Reg Asset/Liab Amort (*"") 

6 Net Depreciation Expense 

LANAI 
7 Depreciation Accrual (") 
8 Vehicle Depreciation (') 
9 Amort of CIAC (") 
10 Amort of Federal ITC (*") 
11 Net Reg Asset/Liab Amort ( " " ) 

12 Net Depreciation Expense 

MOLOKAI 
13 Depreciation Accrual (') 
14 Vehicle Depreciation {*) 
15 Amort of CIAC (" ) 
16 Amort of Federal ITC (•") 
17 Net Reg Asset/Liab Amort {**") 

18 Net Depreciation Expense 

TOTAL MECO 
19 Depreciation Accrual (') 
20 Vehicle Depreciation (*) 
21 Amort of CIAC (•*) 
22 Amort of Federal ITC ("*) 
23 Net Reg Asset/Liab Amort (*"*) 

24 Net Depreciation Expense 

Actual 
2001 

20,793 
(412) 

(1,143) 
(260) 

22 

18,999 

1,174 
(16) 
(37) 

(2) 
1 

1,121 

1,404 
(75) 
(63) 
-

1 

1,267 

23,371 
(503) 

(1,243) 
(262) 

24 

21,387 

Actual 
2002 

21,715 
(450) 

(1,214) 
(260) 

52 

19,843 

1,188 
(10) 
(42) 
(2) 
3 

1,137 

1,450 
(112) 

(64) 

-
3 

1,277 

24.353 
(571) 

(1,321) 
(262) 

58 

22,257 

Actual 
2003 

22.702 
(550) 

(1.230) 
(256) 

47 

20,712 

1,206 
(27) 
(42) 

(2) 
3 

1,138 

1,450 
(99) 
(65) 
-

3 

1.289 

25.357 
(675) 

(1,337) 
(258) 

53 

23,140 

Actual 
2004 

24,158 
(619) 

(1,527) 
(248) 

75 

21.840 

1.243 
(34) 
(65) 

(2) 
4 

1,146 

1,434 
(74) 
(66) 
-

5 

1.299 

26,835 
(727) 

(1,658) 
(250) 

84 

24,284 

Actual 
2005 

24.836 
(585) 

(1,614) 
(244) 

83 

22.476 

1,283 
(30) 
(70) 

(2) 
4 

1,184 

1,454 
(52) 
(67) 

-
5 

1,340 

27,572 
(667) 

(1.752) 
(246) 

92 

25.000 

Estimate 
2006 

25.606 
(637) 

(1.863) 
(222) 
280 

23,164 

1,343 
(34) 
(85) 

(2) 
15 

1,237 

1,436 
(87) 

(129) 

-
18 

1,238 

28.385 
(758) 

(2.077) 
(224) 
313 

25,639 

rest Yr Est 
2007 

29,167 
(613) 

(2,178) 
(212) 
434 

26,597 

1.344 
(34) 
(88) 

(2) 
23 

1.244 

1,208 
(56) 

(149) 

-
28 

1,031 

31.719 
(703) 

(2,415) 
(214) 
485 

28,872 

(•) Source: MECO-V^P-1201 
(") Source: MECO-WP-1204 
(*") Source: MECO-1303 

("*•) Source: MECO-1306. As noted in MECO-1306, the division allocation for the amortization of the 
Federal ITC regulatory asset is incorrect and will be corrected at the next 
available opportunity. 
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Maui Electric Company, Limited 
Accumulated Depreciation 
For Years 2001-2007 

(In Thousands) 

(A) (B) (C) (D) (F) (G) 

1 
2 
3 
4 
5 
6 

7 

8 

MAUI 
Accum Deprn @ 1/1 
Depreciation Accrual (') 
Retirements (") 
Salvage (") 
Cost of Removal 
Transfers/Other 
Accum Deprn @ 12/31 

Rate Case Adjustment: 
None 

Actual 
2001 

182.641 
20,793 

(855) 
4 

202,583 

Actual 
2002 

202,583 
21.715 

(699) 
50 

(2,853) 
(24) 

220,772 

Actual 
2003 

220,772 
22,701 
(1,241) 

71 
(1.280) 

(17) 

241,006 

Actual 
2004 

241,006 
24,158 
(1,987) 

107 
(965) 

262,319 

Actual 
2005 

262,319 
24,836 

(357) 
54 

(777) 

286,075 

Estimate 
2006 

286,075 
25,606 
(1,022) 

107 
(1,205) 

635 
310,195 

Test Yr Est 
2007 

310,195 
29,167 
(1,018) 

54 
(1,232) 

337,166 

9 Adj Accum Deprn @ 12/31 

10 Average Balance 

202,583 220,772 241,006 262.319 286,075 310,195 337,166 

323.681 

(A) (B) (C) (D) (E) (F) (G) 

11 
12 
13 
14 
15 
16 

17 

18 

19 

20 

LANAI 

Accum Deprn @ 1/1 
Depreciation Accrual (') 
Retirements (") 
Salvage (") 
Cost of Removal 
Transfers/Other 
Accum Deprn @ 12/31 

Rate Case Adjustment: 

Accum Depn Lanai City PP 

Adj Accum Deprn @ 12/31 

Average Balance 

Actual 
2001 

6,959 
1,174 

(25) 

8,108 

(240) 

7,868 

Actual 
2002 

8,108 
1,188 

(20) 

(7) 
15 

9,284 

(240) 9,044 

Actual 
2003 

9,284 
1,206 
(102) 

1 

10,389 

(240) 

10,149 

Actual 
2004 

10.389 
1,243 

(40) 
9 

(74) 

11,527 

(240) 

11,287 

Actual 
2005 

11,526 
1,283 

(1) 

(177) 

12,630 

(240) 

12,390 

Estimate 
2006 

12,630 
1.343 

(6) 

(53) 

13,913 

(240) 

13,673 

Test Yr Est 
2007 

13,913 
1,344 

(6) 

(54) 

15,198 

(240) 

14,958 

14,315 

(-) Source: MECO-WP-1201 
(") Source: MECO-WP-1205 
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Maui Electric Company, Limited 
Accumulated Depreciation 
For Years 2001-2007 

(In Thousands) 

(A) 

Actual 

(B) 

Actual 

(C) 

Actual 

(D) 

Actual 

(E) (F) (G) 

Actual Estimate Test Yr Est 

1 
2 
3 
4 
5 
6 

7 

8 

9 

10 

MOLOKAI 

Accum Deprn @ 1/1 
Depreciation Accrual (*) 
Retirements ("*) 
Salvage {") 
Cost of Removal 
Transfers/Other 

Accum Deprn @ 12/31 

Rate Case Adjustment: 
None 

Adj Accum Deprn @ 12/31 

Average Balance 

2001 

7,591 
1.404 

(1) 

8.994 

8,994 

2002 
8.994 
1.450 

(1) 
9 

10.452 

10.452 

2003 

10,452 
1.450 
(137) 

(74) 
16 

11.707 

11,707 

2004 
11.707 
1,434 

(91) 
5 

(65) 

12.990 

12,990 

2005 
12.991 

1,454 

(1) 
15 

(52) 

14,407 

14,407 

2006 

14,407 
1.436 

(11) 

(39) 

15.793 

15,793 

2007 

15,793 
1,208 

(44) 
4 

(40) 

16,921 

16.921 

16,357 

(A) (B) (C) (D) (E) (F) (G) 

TOTAL MECO 

11 Accum Deprn @ 1/1 
12 Depreciation Accrual (*) 
13 Retirements (") 
14 Salvage (*") 
15 Cost of Removal ("*) 
16 Transfers/Other 
17 Accum Deprn @ 12/31 

Actual 
2001 

197,191 
23,371 

(881) 
4 

-
-

Actual 
2002 

219,685 
24.353 

(719) 
50 

(2,861) 

-

Actual 
2003 

240.508 
25.357 
(1,480) 

71 
(1,354) 

-

Actua) 
2004 

263,102 
26,835 
(2,118) 

121 
(1,104) 

-

Actual 
2005 

286,836 
27,573 

(359) 
69 

(1,006) 
-

Estimate 
2006 

313,112 
28,385 
(1,039) 

107 
(1,298) 

635 

Test Yr Est 
2007 

339,902 
31,719 
(1,068) 

58 
(1,326) 

-
219,685 240,508 263.102 286,836 313,112 339,902 369,285 

(240) 

Rate Case Adjustment: 

18 Accum Depn Lanai City PP 

19 Adj Accum Deprn @ 12/31 219,445 

20 Average Balance 

(240) (240) (240) (240) (240) (240) 

240.266 262.862 286,596 312,872 339,662 369,045 

354,353 

(*) Source: MECO-WP-1201 
(") Source: MECO-WP-1205 

{"*) Source: MECO-WP-1206 
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Maui Electric Company, Limited 
Depreciation Accrual by Functional Category 
2006 - 2007 

(In Thousands) 

MAUI 
Functional 
Cateaorv 

1 Production 

2 Transmission 

3 Distribution 

4 General 

5 Vehicles 

6 TOTAL 

LANAI 
Functional 
Cateaorv 

1 Production 

2 Transmission 

3 Distribution 

4 General 

5 Vehicles 

6 TOTAL 

(A) 
Deprec Plant 

at 1/1/06 

233.891 

90,076 

230,702 

32,753 

8,072 

595,494 

(A) 
Deprec Plant 

at 1/1/06 

17.081 

-

10.419 

1.097 

435 

29,032 

(B) 
Composite 
Deprn Rate 

4.00% 

3.37% 

4.60% 

6.01% 

7.89% 

4.30% 

(B) 
Composite 
Deprn Rate 

4.54% 

N/A 

4.55% 

5.47% 

7.82% 

4.63% 

{C} 
2006 

Dep Acer 

9,355 

3,033 

10.613 

1,968 

637 

25.606 

(C) 
2006 

Dep Acer 

775 

-

474 

60 

34 

1,343 

(D) 
Deprec Plant 

at 1/1/07 

294.526 

94.217 

250,171 

34,849 

7.776 

681,539 

(E) 
Composite 
Deprn Rate 

4.01% 

3.37% 

4.60% 

5.92% 

7.88% 

4.28% 

(D) (E) 
Deprec Plant Composite 

at 1/1/07 Deprn Rate 

17,123 

-

10,414 

1,064 

435 

29,036 

4.54% 

N/A 

4.55% 

5.58% 

7.76% 

4.63% 

2007 
Dep Acer 

11.807 

3,175 

11,508 

2,063 

614 

29,167 

(F) 
2007 

Dep Acer 

777 

-

474 

59 

34 

1,344 

Source: MECO-WP-1201 
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Maui Electric Company, Limited 
Depreciation Accrual by Functional Category 
2006 - 2007 

(In Thousands) 

MOLOKAI 
Functional 
Cateaorv 

1 Production 

2 Transmission 

3 Distribution 

4 General 

5 Vehicles 

6 TOTAL 

TOTAL MECO 
Functional 
Cateaorv 

1 Production 

2 Transmission 

3 Distribution 

4 General 

5 Vehicles 

6 TOTAL 

(A) 
Deprec Plant 

at 1/1/06 

19,983 

704 

10.837 

1,284 

880 

33,688 

(A) 
Deprec Plant 

at 1/1/06 

270,955 

90,780 

251,958 

35,134 

9,387 

658,214 

(B) 
Composite 
Deprn Rate 

4.48% 

3.27% 

3.48% 

4.13% 

9.89% 

4.26% 

(B) 
Composite 
Deprn Rate 

4.07% 

3.37% 

4.55% 

5.92% 

8.07% 

4.31% 

(C) 
2006 

Dep Acer 

895 

23 

377 

53 

87 

1,435 

(C) 
2006 

Dep Acer 

11,025 

3,056 

11.464 

2,081 

758 

28,384 

(D) 
Deprec Plant 

at 1/1/07 

20.035 

704 

10,834 

1.276 

627 

33,476 

(D) 
Deprec Plant 

at 1/1/07 

331,684 

94,921 

271,419 

37,190 

8.838 

744.053 

(E) 
Composite 
Deprn Rate 

3.49% 

3.33% 

3.48% 

4.09% 

8.89% 

3.61% 

(E) 
Composite 
Deprn Rate 

4.00% 

3.37% 

4.55% 

5.85% 

7.97% 

4.26% 

(F) 
2007 

Dep Acer 

699 

23 

377 

52 

56 

1,207 

(F) 
2007 

Dep Acer 

13,283 

3,198 

12,359 

2,174 

704 

31,718 

Source: MECO-WP-1201 



Maui Electric Company, Limited 
Summary of Depreciable Plant 

Balance, Accumulated Depreciation 
and Annual Depreciation Accruals 

MECO-1204 
DOCKET NO. 
PAGE 1 OF 1 

2006-0387 

(In Thousands) 

1 
2 
3 
4 
5 
6 
7 

8 
9 

10 
11 
12 
13 
14 

15 
16 
17 
18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 

MAUI 
2001 Act 
2002 Act 
2003 Act 
2004 Act 
2005 Act 
2006 Est 
2007 TY 

LANAI 
2001 Act 
2002 Act 
2003 Act 
2004 Act 
2005 Act 
2006 Est 
2007 TY 

MOLOKAI 

2001 Act 
2002 Act 
2003 Act 
2004 Act 
2005 Act 
2006 Est 
2007 TY 

MECO 
2001 Act 
2002 Act 
2003 Act 
2004 Act 
2005 Act 
2006 Est 
2007 TY 

(A) 

Depreciable 
Plant Bal 
Beginning 

of Year 

490,071 
511,439 
533,327 
565,135 
590.945 
595,494 
681,539 

25,395 
25,615 
26,041 
26,764 
27,788 
29,032 
29,036 

30,990 
31,402 
31,652 
31,751 
32,970 
33,688 
33,476 

546,456 
568,456 
591,020 
623,650 
651,703 
658,214 
744,051 

(B) 

Deprn 
During 
Year* 

20,793 
21,715 
22,701 
24,158 
24,836 
25,606 
29,167 

1,174 
1,188 
1,206 
1,243 
1,283 
1,343 
1,344 

1,404 
1,450 
1,450 
1,434 
1,454 
1,436 
1.208 

23,371 
24,353 
25,357 
26,835 
27,573 
28,385 
31,719 

(C) 

Accruals 
As Percent 

of Plant 

4.07% 
4.07% 
4.02% 
4.09% 
4.17% 
4.30% 
4.28% 

4.58% 
4.56% 
4.51% 
4.47% 
4.42% 
4.63% 
4.63% 

4.47% 
4.58% 
4.57% 
4.35% 
4.32% 
4.26% 
3.61% 

4.11% 
4.12% 
4.07% 
4.12% 
4.19% 
4.31% 
4.26% 

(D) 

Accumulated 
Depreciation 

Beginning 
of Year 

182,641 
202,583 
220,772 
241.006 
262.319 
286.075 
310.195 

6,959 
8,108 
9,284 

10,389 
11,527 
12,630 
13,913 

7,591 
8,994 

10.453 
11,708 
12,991 
14,407 
15,793 

197,191 
219,685 
240,509 
263,103 
286,837 
313,112 
339,902 

(E) 

As Percent 
of Plant 

35.71% 
37.98% 
39.07% 
40.78% 
44.05% 
48.04% 
45.51% 

27.17% 
31.14% 
34.69% 
37.39% 
39.70% 
43.50% 
47.92% 

24.17% 
28.42% 
32.92% 
35.51% 
38.56% 
42.77% 
47.18% 

34.69% 
37.17% 
38.56% 
40.37% 
43.58% 
47.57% 
45.68% 

Includes amortization and depreciation on vehicles 

Source: 
MECO-WP-1201 for Columns A and B, Lines 6-7.13-14. 20-21 and 27-28 
MECO-1202 for Columns D, Lines 6-7, 13-14.20-21 and 27-28 


